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THE NEED FOR FAITH! 


Ir is a paradox that, as Economic Science has progressed, it 
seems to have become less authoritative. The authority which 
economists possessed in public affairs a century ago is neither 
claimed by them nor conceded by the public. They waver in 
their advocacy, and retire or compromise apologetically when 
challenged. 

Why is that? The answer, I believe, is to be found in a dis- 
sociation of their reasoning from any accepted ethical background. 
The sturdy confidence which they used to share with the philo- 
sophers of the Utilitarian School has ebbed away. 

The meaning of the word “ faith ” in common usage has per- 
haps been deflected by a too-familiar association with the anti- 
thesis between faith and reason. Faith means trust, and in some 
connections it is undoubtedly right to contrast opinions taken on 
trust with those based on direct perception or valid inference, or 
at any rate subjected to rational criticism. 

The conflict between faith and reason is encountered when 
anyone finds a belief in which he has trusted to be inconsistent 
with something that claims to be demonstrated truth. Faith 
may be misplaced, and the conflict may cause it to be revised. 
He who refuses to revise his opinion, and yet cannot reconcile it 
with incontestable truth, is forsaking the guidance of reason. 

I am by no means proposing to commend unyielding faith of 
that kind to economists. They should undoubtedly be ready at 
all times to revise their opinions and theories in the light, not 
only of fresh experience and fresh facts, but of fresh reasoning and 
criticism. 

Where, then, is there room for faith? How is it possible to 
feel trust in opinions thus avowedly open to revision ? 

Faith attaches to opinions in their bearing upon action. So 
long as belief has no relation to any practical decision, the ques- 

? Presidential address delivered at the Annual Meeting of the Royal Economic 
Society on July 4, 1946. 
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tion of faith in it does not arise. Action, when willed, pre- 
supposes belief on the one hand in the desirability of the end to 
which it is directed, on the other in the efficacy of the means, 
And faith in these beliefs is a condition of their bearing fruit in 
action. 

Faith therefore does not imply certainty. Action often has to 
be based on hypothesis. There is faith in the right estimate of 
probabilities as well as in ascertainable truths. 

Economic truth is concerned with action. Professor Robbins 
defines the subject-matter of economics as the selection of 
scarce or limited means for desired ends. I have sometimes 
criticised his definition as being a little too wide. But at any 
rate it clearly brings out the direct relation of economics to action. 
I am inclined to take a more rough and ready definition, and to 
say that the subject-matter of economics is work. That does 
not differ very materially from Marshall’s definition, “‘ man’s 
actions in the ordinary business of life.” Work is the ordinary 
business of life. But, whatever definition is chosen, it is beyond 
dispute that economic science is concerned with ends and means, 
and therefore with action. 

Economists may indeed pursue the exploration of pure theory 
into regions far removed from practical life. They may employ 
hypotheses which are not intended to form the basis of action, 
but to supply an exclusively academic or intellectual interest. 
But still the hypotheses are hypotheses of action, of means, 
ends, and motives. And, however far such theorising may stray 
from the practical, it nevertheless derives even its intellectual 
interest from the possibility of a practical application. If it is 
the solution of a puzzle, the practical application is part of the 
conditions of the puzzle. 

The theorising is a by-path, diverging from the economic 
highway in pursuit of its hypotheses, but, if it is to be within the 
bounds of economic science at all, it must eventually return to the 
highway. 

For example, the problems of perfect competition, of imperfect 
competition and of monopoly can be worked out on a dialectical 
or mathematical plane, so as to form a self-contained piece of 
pure theory. If the theory were an intellectual exercise and 
no more, it would not be economics. What places the theory 
within the bounds of economics, and gives it its intellectual 
interest, is the bearing it has on real life, the approximation 
to the actual conditions in which people carry on business. 
Similarly Utopias are invented, not as mere fiction, but in 
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order to suggest by contrast something which might be done to 
improve actual human institutions. 

It is in the application of thought to action that faith is 
needed, and the function of the economist is the application of 
thought to action within the limits of his science. He may not 
himself ever be called upon to give practical advice, but what 
he writes or teaches is surely intended to enlighten his readers 
and hearers; if they rely on his guidance when they come to 
make decisions, he bears at second hand some of the responsibility 
for applying thought to action. 

Theorising involves taking much for granted. Thorough 
exploration of a line of reasoning or analysis requires concentra- 
tion to the exclusion of side issues. Often it calls for a high degree 
of abstraction, so that the conclusion is an inference from a very 
limited selection of premises. 

Practical application demands the abandonment of this intel- 
lectual insulation. The reintroduction of all that has been 
excluded, the merging of the limited abstract in the infinite real, 
transcends the capacity of rigorous inference and exact calcula- 
tion. Instead there has to be an exercise of judgment. 

Judgment is the kind of insight which discerns aspects in a 
whole without taking separate account of its parts or components. 
Judgment estimates the number of a crowd or flock; precision 
counts them. Judgment estimates the passage of time; science 
measures it by the oscillations of a pendulum or a balance spring. 

These are quantitative judgments. But the same distinction 
applies where the precision is in reasoning rather than in calcu- 
lation. Judgment tells that a monopoly is oppressive ; systematic 
thinking shows the connection between monopolistic gains and 
the assumed conditions of supply, of demand and of market 
organisation. Judgment tells that increased supply of monetary 
metal will lower the purchasing power of the money unit, and raise 
prices. Systematic thinking formulates on one side the quantity 
theory of money, on the other, a theory of monetary dynamics. 

It is the function of science to reinforce judgment with sys- 
tematic thinking. It is foolish to depend on the approximations 
and guesses of judgment in any matter in which exact truth is 
ascertainable. Systematic thinking narrows the area within 
which reliance has to be placed on judgment. 

The systematic thinking of economics is about human be- 
haviour; its assumptions are about human nature. We can all 
make assumptions about human nature. We look into our own 
minds, the propensities we find in ourselves, the experiences we 
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undergo and our reactions to them. In the light of our self- 
knowledge we interpret the behaviour of our neighbours and all 
that we hear, read or learn of the communities we live in and of 
mankind in past and present. 

In framing a hypothesis about how people will behave, the 
economist’s first question must be, how he himself would be 
likely to act. A single individual is an inadequate sample of 
the human race, and he will widen the sample by taking in what 
he has observed or learnt of the behaviour of others, and what 
they have revealed of the motives by which they are guided. 

That is the kind of material from which the economist derives 
the premises of his reasoning—in itself rather fragmentary and 
dubious material. But even from the most tentative assumptions 
it is possible to reason rigorously, and the conclusions supply 
the means of testing the assumptions. If the conclusions do not 
fit the facts, then the assumptions have to be revised. 

The classical economists saw the business of profit-making 
in competitive markets going on around them. Sales and services 
rendered in return for pecuniary gains were a familiar feature 
of their own lives and of those of their neighbours. From the 
hypothesis of enlightened self-interest in the economic man, 
Adam Smith deduced his doctrine of the invisible hand, which 
leads the man who intends only his own gain to promote a public 
interest which was no part of his intention. 

If everyone spent his money on what he preferred, demand 
would elicit the appropriate supply, and production would be 
directed to the maximum of satisfaction; free competition would 
ensure (in the field of material possessions) the greatest happiness 
of the greatest number. 

A most attractive conclusion! Based on a simple train of 
reasoning, it came to be accepted by the orthodox economics of 
the nineteenth century as the clue to all practical economic 
problems. Even where departures from free competition were 
demanded, the case had to be made out for an exception. 

It was this principle, so intelligible, so convincing, so univer- 
sally applicable, that inspired the economists of the nineteenth 
century with faith. It seemed inconceivable that a principle 
which threw such a flood of light on the most intricate problems 
of practical legislation could be anything but unassailable truth. 

There was much in the economic doctrine of the period that 
was ill-considered or fallacious. We wonder now how anyone 
can have swallowed the theories of capital and of wages then 
accepted. But the doctrine of free competition offered a firm 
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foundation on which everyone was willing to build. An economist 
asked to advise on any legislative project would confidently apply 
the criteria of free competition in supply and demand. 

In the course of the nineteenth century there were develop- 
ments of economic theory which on the whole tended to confirm 
this faith. The balance of supply and demand and the principle 
of maximum satisfaction were expressed in more rigorous terms 
through marginal analysis. The clumsy makeshift theories of 
capital and wages gave place to analysis in terms of marginal yield. 

The doctrine of free competition in supply and demand was 
no longer so simple, but, when understood, was more convincing 
than ever. Economic faith was better established at the begin- 
ning of the twentieth century than it had ever been. 

Yet somehow it has been weakened—almost extinguished. 

Free competition, it will be said, has been discredited. It 
has indeed been exposed to attack from several quarters. 

Large-scale production has given rise to monopolies, none the 
less effective for receiving no support from legal restriction. 
When free enterprise itself extinguishes competition, let-do is 
stultified. 

Unemployment offered another opening for attack. Accord- 
ing to theory, unemployment was a symptom of an excess of the 
supply of labour over the demand, and ought to be corrected by a 
spontaneous fall in the market price of labour. But experience 
showed that the fall in the market price of labour did not happen, 
or at any rate did not happen in time to save the victims from 
heart-breaking distress. 

More deep-seated was the inequality that was found not to be 
inconsistent with free enterprise. In the iron law of the sub- 
sistence wage Ricardo and Malthus had presented Marx with a 
theoretical basis for his indictment of a hopeless inexorable 
inequality imposing dead poverty on all but a dominant few. 

By the end of the nineteenth century economists had lived 
down the fallacies of the subsistence wage. But the inequality 
was a fact. The contrast between the easy gains of profit- 
making enterprise, and the hard-earned remuneration of the 
mass of wage-earners could not be denied, even though wages 
might rise far above the bare subsistence level. 

Exponents of Adam Smith’s thesis of the invisible hand found 
themselves open to all these lines of attack. The easy-going 
optimism, which had appealed in all circumstances to the simple 
principle that the free play of supply and demand cannot fail to 
make for the best, could no longer be sustained. 
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But that ought not to have shaken the intellectual self- 
reliance of the economists. The objections and difficulties 
raised against them did not contravene their reasoning about 
the working of supply and demand—to meet the objections, the 
line of reasoning had to be elaborated, not abandoned. 

The invisible hand presupposed enlightened self-interest, but 
self-interest was not always enlightened. The economist had to 
take account of the frailties of human nature. Not only would 
the individual often pursue a very mistaken view of his own 
interest, but let-do left wide-open opportunities for the misuse of 
economic power, the power conferred by wealth itself, or the 
power acquired by concerted action among traders or work- 
people. 

Especially the time element could not be ignored. The most 
convincing demonstration of the self-righting tendency of an 
economic system based on free competition gave poor consolation 
to people involved in loss and privation, and seeing the best 
years of their lives run to waste, while the tendency made agonis- 
ingly slow progress towards renewed equilibrium. 

Of all these considerations economists were aware. They 
were alive to the many reservations and qualifications to which 
their basic principles were subject. The more their theories 
were elaborated and adjusted to the realities of life, the more 
confident they ought to have been in their own teaching. Why 
then did they lose confidence? The reason, I think, was that 
they had become accustomed to build without any adequate 
ethical foundation. 

At the outset indeed the economists of the Classical School 
accepted the ethics of the utilitarian philosophy. For them 
good meant happiness, and everyone was the best judge of his 
own happiness. He might judge wrong, but he could only learn 
by experience if he were left to suffer the consequences of his own 
mistakes. 

Let-do in economics was only a particular application of a 
principle of individualism, which extended over the whole field 
of morality, politics and social. organisation. Political institu- 
tions, social practices, moral codes, all were means of promoting 
happiness, to be challenged and justified by that test. 

This individualism was in itself an important and very positive 
contribution to ethical philosophy, but to economists it gave not 4 
positive foundation but a way of escape from committing them- 
selves. They could leave the whole vast question of true values, 
the right ends of action, on one side, as a matter on which the 
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individual had to judge for himself, and which therefore economic 
science had to take as given. 

They were left with a limited end, the pursuit of wealth. 
Consequently their conclusions were subject to the same limitation 
as their premises, and nothing that they advised or advocated 
could ever claim unqualified validity. 

Professor Pigou, in his Economics of Welfare, defined economic 
welfare to be “that part of social welfare that can be brought 
directly or indirectly into relation with the measuring rod of 
money.” He recognised that the study of a part of welfare 
could never give conclusive guidance to the attainment of the 
whole, but he maintained that there is ‘‘a presumption... . 
that qualitative conclusions about the effect of an economic 
cause upon economic welfare will hold good also of the effect on 
total welfare.” 

So long as the presumption was tacitly and confidently 
accepted as axiomatic, economists were in a position to give 
authoritative guidance. The presumption was challenged even 
in the nineteenth century by heretics such as Carlyle, Ruskin, 
and Morris, but they never themselves understood enough of 
economics to make their attacks convincing. No one denied that, 
where the pursuit of wealth conflicted with the rules of morality, 
the rules of morality ought to prevail, and it was freely admitted 
that, however useful self-seeking might be as a stimulus to 
desirable economic activity, it was not to be commended beyond 
the bounds of that principle. 

Nevertheless the explicit recognition of the fact that economic 
welfare was only a part of welfare did something to weaken the 
defence of the economists against attacks from other quarters. 
Their self-confidence was diminished. There was an admitted gap 
between their conclusions and the concrete reality, and there was 
no more than a presumption that their conclusions could be 
safely applied to practical life. 

The immediate attack was upon their own ground within their 
admitted limitations. For, even if it were agreed that an acquisi- 
tive society, in which each person’s end of action was the 
acquisition of wealth by himself, would realise the maximum 
possible production of wealth, yet the inequality of distribution 
might be such that the maximum of wealth would be far from 
producing the maximum of material welfare. 

The economist might reply that inequality was inherent in the 
system. If the acquisition of wealth was to be the incentive 
of economic action, the wealth must be apportioned according to 
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the merits of the action. Those who contribute more to the 
total of wealth must acquire more; those who contribute less 
must acquire less. The system is one of rewards and punishments. 
Success is rewarded by plenty; failure is penalised by privation. 

That was a defence of some inequality. The extreme com- 
munistic idea of a complete dissociation of remuneration from 
merit is not reconcilable with the traditions, prejudices and 
propensities of mankind. But inequality is a matter of degree. 
Given the kind and the degree of discrimination in remuneration 
which will stimulate people to make their best contribution to 
the community’s need of work, any greater inequality is a defect of 
distribution. 

As Professor Pigou puts the familiar principle: ‘“ Any 
transference of income from a relatively rich man to a relatively 
poor man of similar temperament, since it enables more intense 
wants to be satisfied at the expense of less intense wants, must 
increase the aggregate sum of satisfaction.” 

The invisible hand did not settle everything. Its distribution 
of wealth might have to be corrected and amended. When 
Professor Pigou wrote the Economics of Welfare, the develop- 
ment of social services at the cost of high direct taxation was in 
full swing. It was a policy which any economist could commend. 
But economic reasoning gave no guidance as to its limits. Any 
move towards distribution solely according to needs, without 
regard to deserts, would “increase the aggregate sum of satis- 
faction.”” At some stage the incentives offered by the pursuit 
of wealth would be extinguished, but there was no way of ascer- 
taining the limit except by trial and error. And the method of 
trial and error is not a desirable way of discovering poisons. 

There has resulted much sterile controversy in regard to the 
need of the profit motive as a stimulus to enterprise. Profit- 
making is the principal source of the inequality which is the 
object of attack. Collectivism means the suppression of profit- 
making, and the supersession of private enterprise by State 
enterprise. Any one is free to take a view as to how human 
nature would react to collectivism; economic science can supply 
rigorous analysis of the hypotheses represented by such views, 
but cannot pronounce as to their validity. 

The diffident approach of the economist whose faith in the 
invisible hand has been undermined is in sharp contrast to the 
passionate conviction of the communist. Nevertheless they 
both enter the controversy on one and the same moral plane. 
The communist, like the economist, is thinking in terms of wealth, 
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that is, of that part of welfare which possesses exchange value in 
terms of the measuring rod of money, and he is therefore exposed 
to the same criticism. Communism, however, is not a science, 
but a movement; it has not the same intellectual responsibility 
as economic science. 

The materialism inherited by communists from Marx is not 
really essential to communism. But the inequality attacked by 
communism has been from the beginning inequality in the dis- 
tribution of wealth. Wealth has been assumed to be not merely 
a part of welfare, but the part that matters. 

Exchange value supplies the means of measuring wealth. 
It measures in terms of money, and one of the fundamental 
axioms of economics is that money is not wealth. The distinc- 
tion between real values, real incomes, real wages on the one 
hand and money values, money incomes, money wages, on the 
other, remains fundamental. Money is not an end but the means 
of acquiring wealth, and has no other virtue than in its discharge 
of that purpose. 

But is wealth so real? Wealth is measured by exchange 
value. Exchange value is determined by purchase and sale in 
markets. It arises out of change of ownership, and attaches not to 
things in themselves but to the ownership of things. 

Exclusive ownership is a necessary condition of consumption 
of some of the products of work (though not of all); the con- 
sumption of an article of food is exclusive to the consumer, and 
there are many other products of which that is true. The division 
of labour requires some principles of distribution by which the 
enjoyment of the product is apportioned. Exchange of ownership 
by way of purchase and sale through markvts is one method of 
distribution. Thereby exchange value, a market price or valuation 
in terms of money units, is imputed to the things exchanged. 

Economic theory in its very earliest developments distin- 
guished between value in exchange and value in use. It was 
value in exchange that made wealth measurable. 

Value in use on the other hand was really an ethical concept ; 
it was the value attributed to any product as the means of 
desirable experiences. As economic theory developed, the 
measurability of value in exchange was projected into value in 
use. The purchaser’s selection of what he spends his money on 
is due to his preference, and in modern economic theory the 
preference is deemed to be in respect of a measurable quality of 
utility. The utility of anything acquired by a rational purchaser 
must not be less than the price he paid. 
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In making utility numerically measurable, the economist was 
assuming too much. A moral philosopher may hold that value in 
the ethical sense is measurable, but that is a matter of speculation 
and controversy. A quality which is susceptible of comparative 
degrees, greater or less, is not necessarily numerically measur- 
able. And as a matter of psychological fact, the preferences 
exercised by purchasers are not accompanied by any definite 
estimate of the utility of the thing acquired in comparison with 
the price. It is enough that the thing is at least worth having at 
the cost. 

The theory of the consumer’s surplus or consumer’s rent, 
imputing to every product acquired a value corresponding to the 
highest price the purchaser would have paid rather than do 
without it, is a matter of unverifiable hypothesis. In its applica- 
tion to something indispensable to life it breaks down. A man 
will offer all he possesses in exchange for that which will save 
him from dying of want, but what he has to offer is not in 
any intelligible sense a measure of the utility of the thing 
needed. 

Whether value in the ethical sense is measurable or not, it is 
something very different from the quality of utility imputed by 
economics to that which is priced. 

The possession of money is a potential possession of wealth. 
Wealth, it is said, is the substance and money the shadow. But 
the possession of wealth itself is no more than the potentiality 
of the desirable experiences of which wealth is the vehicle. 
Ownership of the wealth is a step nearer to enjoyment, but it is 
still not the substance. 

Money gives the possessor a command over the work done by 
his neighbours, a command which he exercises through markets 
by spending. If he spends wisely, he is directing the work done 
to desirable ends. 

The first charge on everyone’s spending is the acquisition of 
the necessaries of life. Work, with its derivatives production 
and wealth, possesses a unique importance as the indispensable 
means of maintaining life and health. But here life is in itself 
no more than the field in which the good life may be planted. 
In primitive communities, or in those where population outstrips 
the means of subsistence, economic activity may do little more 
than support bare life. 

Now it is especially in the staple means of subsistence that 
consumption is exclusive to the individual, and necessitates 
exclusive ownership. When productive power is extended, and 
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work is directed to ends beyond bare life, ownership of the pro- 
duct becomes less essential to enjoyment. 

The protection given by clothes is exclusive to those who use 
them. But when people are not satisfied with a mere covering, 
and provide themselves with fine clothes pleasing to the eye, the 
enjoyment is shared by all who meet them. 

Exclusive ownership still obtrudes itself. Limitations of 
time and space restrict the numbers that can share an experience, 
even when consumption is not exclusive to an individual, and 
ownership often confers authority to decide who may share it. 

The desire to share is a deep-seated propensity of human 
nature. It is the natural reaction of any one who encounters a 
desirable experience. He who enjoys anything beautiful, interest- 
ing, or humorous wants to find others who will appreciate and 
enjoy the same experience. The owner of a fine house or garden 
likes to share its amenities with his friends. Even where con- 
sumption is exclusive, the same motive operates; ownership of a 
supply sufficient for several consumers gives power to decide who 
shall share. The employer of a good cook shares the culinary 
pleasures which he commands by inviting guests to a meal. 

Thus abundance may itself transfer a product from the class 
in which exclusive possession is coveted to that in which this 
desire to share predominates. 

This desire to share is clear evidence that the good which 
goes to make the good life is not merely your good or my good or 
his good, but simply good. 

In an acquisitive society the right to share in a desirable 
experience may be the subject of sale in a market. But that 
does not mean that the desire that what is good shall be shared 
isabsent. The producer of a concert or a dramatic entertainment 
desires that many may appreciate and enjoy it. The author of a 
book desires that many may read it. 

Payment for seats at an entertainment or for copies of a book 
provides those who do the work with remuneration for the 
services they render. Consumption is exclusive not to a single 
individual but to the numbers that conditions of time, space or 
supplies will allow to share. Payment is an incident of the 
selection of limited means for desirable ends. 

The price exacted bears no other relation to the desirability 
of the experience shared. 

A man’s income is the reward he receives for the services 
rendered by himself or by his property to production. He 
receives it in the form of money, and by spending the money he 





362 THE ECONOMIC JOURNAL [SEPT., 


acquires wealth in exchange. It may be for his exclusive con- 
sumption. But it may on the contrary be for sharing with his 
fellows. The pressure for exclusive consumption is characteristic 
of conditions of scarcity or poverty. Abundance relaxes the 
pressure, and allows more scope to the kind of enjoyment which is 
shared. The ownership which is the subject of exchange becomes 
less self-seeking. 

To a seller, the wealth he holds for sale is further removed 
from fruition than the money he gets for it. Wealth can only 
claim a higher degree of reality than money when it is in the 
hands not of a seller but of one who has selected it for consump- 
tion or enjoyment. 

I do not mean to suggest that economists are unaware of the 
limitations of wealth. But so long as they reason in terms of 
wealth the application of their conclusions to practical life is 
qualified by these limitations. If they are to speak with con- 
viction and to carry conviction to their hearers, they must dis- 
card the limitations. It does not follow that economics ought 
to be a branch of applied ethics, and that every economist must 
become a philosopher. Every man has to decide his courses by 
reference to ethical standards. He is taught to conform to the 
moral code which forbids fraud, violence and vice, but a code of 
prohibitions is not enough; he has to select positive ends and the 
means to attain them. 

The ethical problems of the economist are merely an extension 
of the ethical problems of the individual. His assumptions and 
reasoning are open to the criticisms of the philosopher, but only 
in the same way as those of the individual. It is right for the 
economist, as for the individual, to have regard to those criticisms. 
If the economist derives benefit from an understanding of philo- 
sophy, he is in that respect in the same position as people in general. 

Faith is a condition of belief taking effect in action, and, as i 
said at the outset, what is needed is faith both in the rightness of 
the end and in the efficacy of the means. The moral teaching of 
the Churches and of the great religions is primarily concerned 
with rules of conduct. They treat compliance with moral rules 
as itself an end. But if they claim faith from the adherents, it is 
because the conduct they enjoin is after all the means to desirable 
ends. The nature of the desirable ends themselves is taken for 
granted. Christianity bids us promote our neighbours’ welfare, 
but what welfare consists in is left to the individual judgment. 

If liberty is set up as an ideal, that is on the ground that the 
best way of promoting the welfare of all is to leave everyone free 
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to pursue his own welfare, subject to the limitations imposed by 
morality and law; Adam Smith’s “invisible hand’”’ was an 
adaptation of that principle. 

The principle of liberty has not been superseded; it still 
holds the field as the primary condition of a good life. But 
it needs to be qualified and supplemented. The organised action 
of the community can in many respects improve upon what the 
limited outlook of the individual would achieve. 

It is here that the guidance of economic science becomes 
applicable. Institutions have to be devised which will direct 
people’s capacity for work to desirable ends. The doctrine of 
the invisible hand justified let-do as an institution fulfilling 
that condition. Now that we recognise the limitations of let- 
do, we have to apply the same criterion to other forms of economic 
policy. 

If the economist’s conclusions are to command faith, they 
must be directed to right ends. And surely a fundamental 
condition of any faith is that there are right ends. Whoever 
denies that there are right ends to be sought stultifies all action. 
We are shy of naming our ends. Language is over-full of ill- 
defined terms. The plain “good” and “bad” have been 
vitiated in use by a perpetual confusion of end and means. To 
indicate ends, we fall back on such expressions as “ welfare ”’ 
or “desirable.” Or we call an experience which is desirable 
as an end “ worth while.”” Worth while is something different 
from worth a price. It means worth time, not worth money. It 
is free therefore from the implications of exchange and exclusive 
ownership, of comparison and measurement. Worth while 
implies at least a minimum of desirability, but it does not exclude 
any degree of desirability, be it ever so high. 

Right ends are those which are worth while. When selection 
is necessary, and preference has to be exercised, the end which 
is best worth while is right. Self-reliance in action pre-supposes 
faith in the selection. Likewise self-reliance in economic policy. 

Self-reliance requires confidence in the means as well as in 
the end. The right selection of means in economic policy calls 
for scientific method in systematic thinking. If economists are 
wanting in faith, may it not be on this side that they are assailed 
by doubts? They start with crude and fragmentary assump- 
tions about human nature. Verification of their hypotheses by 
experience encounters the baffling complexities of real life. 

The complexities are mainly in the springs of action—man 
seeks ends, but not only right ends. Along with what is desirable 
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or worth while, he is moved by infinitely various propensities and 
prejudices, some of instinct, some of habit, some of shallow, 
faulty or eccentric reasoning. But it is only the right ends that 
are destined to give satisfaction in fruition. The right ends givea 
fundamental unity to the problem of human behaviour. If that 
clue be consistently followed, all the vagaries of human nature 
can be allowed for, as departures more or less wide from the strait 
path. 

So even in exploring human motives and behaviour a cogni- 
sance of right ends is the foundation of firm and confident con- 
clusions. 

Every economic problem has a solution. To every question 
there is a right answer, even if it be in a choice of evils. The 
solution is the relatively best course, relatively to the given cir- 
cumstances. The standards by which the selection is to be made 
are not merely relative. 

Economic reasoning, like all reasoning, is fallible. By 
conforming to scientific standards it can be given such pre- 
cision as is humanly attainable, and can claim the same kind of 
confidence as other sciences. It is in its contact with practical 
life that it needs an ethical foundation. Not that the ethical 
foundation can be infallible. But if economic doctrine is to 
carry conviction it must proceed from a conception of welfare, 
in the widest and deepest sense, as well considered as the conduct 
of men in general. Theory which professes to dispense with that 
essential requirement is vanity and striving after wind. 

Economists are of course often called on to consider limited 
ends. The policy is given, and they are asked to advise on the 
means. For example a colonisation scheme may be desired for 
the settlement of territory which is available for development. 
The decision to colonise the territory is prejudged, and is not 
open to criticism. Nevertheless, within the limits set, the stan- 
dards of what is desirable still apply. 

If there is a passage in the Wealth of Nations more often 
quoted than that referring to the invisible hand, it is Adam 
Smith’s admission that Defence is of much more importance than 
Opulence. Defence is a limited end, but of such importance as to 
claim priority over the aim of welfare. The twentieth century 
has seen strenuous efforts to free mankind from the International 
Anarchy. But so long as the International Anarchy exists, every 
nation must maintain organised force to withstand attack from 
any other. The means of defence of each is a menace to the safety 
of the rest. 
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War is an industry. Organised force is maintained by work; 
it demands the diversion of work and wealth from other aims. 
If wealth has gained and retained a better repute in the eyes of 
the world than its merits as a vehicle of welfare justify, that is 
because wealth is the means of power. Wealth is the ownership, 
actual or potential, of work and of the products of work. And 
economic power resides above all in potential ownership, the pro- 
ductive resources that can be diverted to new purposes, and the 
pecuniary resources by which that diversion is operated. 

Money is the indispensable means of economic mobilisation. 
Not merely do external funds and investments afford the means of 
obtaining resources from abroad, but even at home money supplies 
the necessary mechanism for directing work where it is required. 
Other and more elemental motives take the centre of the stage, 
but no substitute has been found for the pecuniary motive in its 
own sphere. 

Here, then, are wealth and money rehabilitated! Yes, but 
only for a limited purpose. And no limited purpose can super- 
sede the foundation of right ends. It is the virtue of faith not to 
move mountains but to move mankind. Faith spreads from 
teacher to learner, from speaker to hearer, from writer to reader. 
To do so, it must proceed from ground common to all. 

And that common ground must in ultimate analysis be a 
common standard of what is good or bad. Only what is good or 
bad is important, and important in proportion as it is either good 
or bad, whether as end or as means. And what is not important 
does not matter. 


R. G. HawtRey 
London. 











UNEMPLOYMENT IN AN UNPLANNED ECONOMY 


Since the publication of J. M. Keynes’s General Theory in 1936 
there has been a rapid development in the theory of unemploy- 
ment—or, as it is known more recently, of “ full employment ”; 
and with the publication of, in particular, Mr. Kaldor’s Appendix 
to Sir William Beveridge’s Full Employment in a Free Society we 
have reached the stage at which the measures needed to overcome 
the so-called ‘‘ deficiency of demand ” have been reduced to con- 
crete mathematical terms. In spite of this apparent simplifying 
of the problem, however, we cannot avoid the impression that 
there is still a sort of impassable gulf separating theory and 
practice; that the theories which have been so eloquently and 
persuasively argued for a whole decade and have now finally 
replaced the old orthodoxy, would still encounter very strong 
opposition from business interests if put into actual operation; 
and that even the present Government is still hesitating to commit 
itself to a thorough-going application of the ‘ full-employment ” 
technique. 

It is true that all these facts could be explained plausibly 
enough by the fundamental conservatism of the British character, 
by the unwillingness to launch out into bold experiments in a 
field in which the nation’s bread and butter are at stake, or by the 
purely temporary phenomenon of a restocking boom during 
which the authorities are more preoccupied with the dangers of 
inflation than with the threat of unemployment. But these con- 
siderations do not explain everything. If the measures required 
to ensure full employment in perpetuwm were as simple and as 
mathematically certain as they are made to appear in the writings 
of the modern Keynesians, there would be very little reason to 
account for the continuing resistance to their application. We 
cannot escape the impression that the Keynesian analysis, for 
all the light which it has shed on the dark corners of economic 
science, has yet failed to reach to the most fundamental causes of 
things; and that therefore the simple remedies of the Keynesian 
physicians would not touch the roots of the disease which is 
afflicting the modern free enterprise economy. Whether this 
impression is correct, however, depends on a closer examination of 
the Keynesian theory and of the facts with which it deals. 
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I 
The foundation stone of the General Theory is the following 
set of relations : 
Income = Consumption + Investment 


or Y=C+1 


But C is dependent on Y, in accordance with the rule of the pro- 
pensity to consume. Hence if the marginal propensity to consume 
for a given level of income is m 
Y=m.Y+I 
1 
l1—m 





or Y= 7 - 
The level of income (and hence of employment) is therefore 
uniquely determined by : 


m—the marginal propensity to consume, 
and I—the level of investment. 


At this point the path divides and further analysis is devoted 
to the determinants of m and IJ respectively; and we are led to 
the conclusion that full employment can be provided by (1) 
increasing the marginal propensity to consume—e.g., by a re- 
distribution of income, and (2) raising the level of investment— 
eg., by deficit expenditure. 

That is as far as the analysis has been taken. Quite a number 
of subsidiary problems, such as the mobility and remuneration of 
labour, international aspects of full employment, and the growth 
of the national debt, have been studied in detail; the main lines 
of the argument have got no farther. But it is precisely when the 
argument is followed through into the practical sphere that the 
limitations of the Keynesian analysis are strikingly revealed. 
Redistribution of incomes means essentially one thing : reduction 
of profit and increase of wages. Deficit budgetting may on the 
face of things seem innocuous enough; but in a practical sense 
it can mean only either borrowing from the rich to give to the poor 
—when used to increase social security payments, etc.—or 
borrowing from the rich in order to enter into competition with 
them. The operation of a full-employment policy strikes even- 
tually at the roots of the system of private enterprise. Both 
the redistribution of income and deficit budgetting are measures 
which cut into the rate of profit on capital: the former directly ; 
the latter by setting up the State as a competitor with private 
enterprise. And the process is cumulative. The need for a full- 
No. 223.—vo.. LvI. DD 











368 THE ECONOMIC JOURNAL [SEPT, 


employment policy arises from the failure of private enterprise to 
keep up its level of new investment. The proposed remedies, 
by reducing the return on private capital, will tend to depress 
still further the scale of private investment, and thus increase 
the margin of unused resources which it will become the re- 
sponsibility of the Government to absorb. The attempt to apply a 
genuine full-employment policy in conditions of economic crisis 
or chronic unemployment—such as existed between the wars— 
would very probably lead to a situation in which the issue would 
become—“ free enterprise with unemployment” on the one 
side, versus “full employment under State planning” on the 
other. 

The Keynesian analysis, however, gives us no clue to the exis- 
tence of these profound difficulties; nor is this surprising, con- 
sidering that little or no attention is paid to a matter of funda- 
mental importance—namely, the rate of profit. Keynes took 
great trouble to define his ‘‘ marginal efficiency of capital,’’ so as 
to be sure to relate his system to the expectations of business-men, 
not simply to their experience ex post. But he did not attempt to 
explain the factors governing the rate of profit itself, which, after 
all, is the basis on which all expectations must rest. This, it will 
be found is the chief defect in his system; his categories fail to 
reveal the special réle of profit; nor do they provide the way to 
explain how the rate of profit is determined. 

The remainder of this article will be devoted to an attempt 
to restate the fundamental relations of a free enterprise economy 
along lines which will reveal the factors of chief importance in 
determining the level of employment. 


II 


We must first of all make clear with what sort of system 
we are concerned. It is a system in which there are two main 
classes : those who live on earned income—i.e., wages and salaries 
—to whom we shall refer as ‘‘ the workers,” and those who live on 
unearned income—.e., rent, interest and profit—to whom we shall 
refer as ‘‘ the capitalists.” There are, of course, individuals who 
combine both these functions; but while there are plenty of 
workers who draw small quantities of interest, chiefly from 
Savings Banks and insurance and pension funds, and the majority 
of capitalists also do some work for which they either are paid a 
salary or would be entitled to a salary if they were not self- 
employed, the broad distinction between ‘the workers” and 
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“the capitalists ” is really quite simple and needs no elaboration. 
For the sake of this discussion we shall ignore all intermediate 
classes—farmers, professional workers, small shopkeepers, etc.— 
and take it for granted that the typical economic unit is “ the 
firm,” the capital of which is privately owned by one or more 
capitalists and the output of which is produced by the workers. 
We shall also ignore for the time being the existence of the out- 
side world and of the Government. The picture before us is that 
of an economic system in which there are so many firms, employing 
so many workers and owned by so many capitalists, while in the 
background there are subsidiary sections of capitalists drawing 
income in the form of rent and interest. 

We proceed now to analyse the activity of this system and the 
flow of goods and money through its various arteries. We may 
say that the total output of the workers employed in making 
goods (or services) may be divided into goods for consumption 
and goods for investment. This is a mere question of definitions, 
for if we analyse the total output of a given year (X), we can say 
that part of it was consumed (Y), and part of it was not (Z). 
Z is what is called Investment (or, strictly speaking, net invest- 
ment) Z= X — Y. 

It will be noted that concepts of Consumption and Investment, 
as defined above, are in no way related to the distinction commonly 
drawn between “ consumers’ goods”’ and “ producers’ goods.”’ 
For it is apparent thaf on the one hand a large quantity of 
“ producers’ goods ”’ (machinery, raw materials, etc.) is made up 
into “ consumers’ goods,” which are then consumed, while on the 
other hand there are frequently cases of ‘‘ consumers’ goods ” 
being made and not being consumed—+.e., stocks increase, or, in 
other words, there is an increase in investment. It will further be 
noted that X is positive, Y is positive, but Z may be positive 
or negative—t.e., there may be an increase in total wealth during 
the year in question, or there may be a decrease. In the latter 
case Z is negative and Y is greater than X. This, of course, has 
been the case during the war. 

Now, if the number of people employed in making Y is N,, 
and the number of people employed in making Z is N,, and the 
equivalent amounts paid out in wages and salaries is W, and W,, 
then the cost of producing the goods consumed is W,, and the 
total income of the workers is W, + W,. If workers’ savings are S, 
the total spent by workers on consumption is (W, + W, — 8); 
and if the amount spent by the capitalists on consumption is 7’, 
then the trading account for goods consumed is as follows : 
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Goods Consumed Account 
Dr. | Cr. 
To Wages W By Sales to workers (W, + W, — S) 
To Gross Profit (W, — S + T) | By Sales to capitalists | T 





Total (W,+W,—S+T) | Total (W,+W,-S+7) 


From the above it appears that the gross profit on goods con- 
sumed in the year is (W, + 7 — S)—+.e., the sum of the amount 
paid out in wages and salaries to workers engaged on making goods 
for investment and the amount spent by the capitalists on con- 
sumption less the savings of the workers. It must be made clear, 
of course, that the figures used in this argument are aggregates; 
they take no account of individual changes as between one firm 
and another. Thus the profit on consumption (W, + 7’ — 8) 
is the aggregate profit of all the firms making goods for consump- 
tion; it does not tell us anything about the individual fortunes 
of those firms. While industry as a whole may have made good 
profits, certain firms may not have done so, or may even have 
made losses. It is the aggregate figure which is of importance 
in discussing the problem of full employment. 

Further, the figure (W, + 7’ — 8) is a gross figure; before 
we arrive at “ business ” or net profits we must deduct payments 
made for rent and interest by the firms in question, which we 
shall call F. Then the net profits (available for distribution 
to holders of equities) amount to (W, + 7’ — S — F). Here, then, 
is what I shall call the “ Profit Equation,” around which all 
further analysis will be centred : 


P=W,+T-S-F. 


III 


Why is this equation of fundamental importance? Because it 
isolates the crucial factor in the whole employment situation— 
namely, the net profit on goods entering into consumption. 
It is true that this does not comprise the total profit arising within 
the system; it excludes profits earned in the sphere of “ net 
investment ’’—i.e., on work which goes to swell the total wealth of 
the community. The rate of profit on net investment may well 
differ from that on goods for consumption, especially in periods 
of boom or depression, when the heavy industries are exceptionally 
over- or under-worked. One part of the profits on net investment, 
however, will accrue at the same rate as those earned in making 
goods for consumption—namely, the profits earned in making 
consumers’ goods which are not for immediate consumption. 
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Clearly the conditions of supply of these goods (for the building up 
of stocks) will be similar to those governing the supply of goods 
which enter directly into consumption. 

The variation in the rate of profit earned in the heavy in- 
dustries, although not unimportant, is a subsidiary factor in the 
situation; it is a determinate, not a determinant. The index 
which chiefly governs the attitude of business-men (and after all 
has been said about “ expectations,” ‘‘ psychology,” “ moods of 
pessimism,” etc., it must be admitted that business-men, like 
other people, are more impressed by facts than by “ theories ’’) 
is the index of the rate of profit on goods for consumption. 
This is the thermometer which measures the health of the economy 
from the business-man’s point of view. It is a measure of what 
may be expected from future productive activity. ‘‘ Consumption 
—to repeat the obvious—is the sole end and object of all economic 
activity,’ wrote J. M. Keynes; and it is the level of earnings 
of capital in the production of goods for consumption that in- 
dicates whether the situation is ‘‘ bright ” or “ gloomy ”’ from the 
business-man’s point of view. 

It is on the basis of the experience of business in the pro- 
duction of goods for current consumption that decisions are made 
regarding the scope of new investment. If net profits on goods 
for consumption (which of course covers the great bulk of current 
activity) are “‘ good,” then decisions will normally be taken to 
increase investment. Special factors, such as monopoly, or 
political considerations, may interfere with this relation; but 
in general it remains true. The decision to expand investment 
may lead to full employment, or even to over-employment in 
certain industries, such as building and the machinery industry, 
which will then raise the rate of profit in those industries. This is 
a point which has to be taken into account in any analysis of the 
trade cycle; it has its repercussions on the general employment 
situation. But we still return to the fact that the governing 
factor in the situation is the rate of profit on the production of 
goods for consumption. 

We have been using the term “ rate of profit,’’ which, of course, 
is a ratio, comprising two terms: the amount of profit and the 
amount of capital. In our “ Profit Equation ” we have only the 
first term, the amount of profit. Later on, we shall have to intro- 
duce the second term—the amount of capital—into the discussion ; 
for the present, however, it is desirable to give attention to the 
equation as it stands. 

The expression (P = W, + 7 —S — F) is no more than a 
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mathematical identity. It serves, however, to isolate the factors 
governing P; to provide a fulcrum on which our analysis can be 
based. That analysis can be made from either a short-term or 
a long-term point of view, or, what amounts to much the same 
thing, from the point of view of the variations of profit or from 
the point of view of the absolute level of profit. In the short 
term we are interested in sudden variations in profit which have 
such a profound effect on the system; in the long term we can 
ask ourselves why the rate of profit shows the downward trend 
that is observed. 


IV 


Taking the short-term aspect first, and looking at the four 
factors on the right-hand side of the equation from the point of 
view of their variability, we note that F, which consists of rent 
and interest, is by its nature practically fixed (except in so far 
as individual firms default on their payments under these heads 
and thereby reduce the total for the community). S, workers’ 
savings, is not a fixed factor, but at the same time it probably 
does not make any violent changes. In so far as it does change, 
the change is likely to be gradual and in the same direction as 
employment and the national income as a whole. Its changes 
therefore are not independent, but dependent, and can be taken 
into account in particular cases after the more variable factors 
governing the employment situation have been determined. 

The same applies, mutatis mutandis, to the factor 7'; with the 
exception that since gross profits generally vary more widely 
and more suddenly than wages and salaries, and that the capital- 
ists are in any case in a position to vary their consumption 
expenditure with far greater freedom and by far greater pro- 
portions than the workers, we should expect 7' to react more 
rapidly and in greater degree than S to any change in the general 
economic situation. 

It is the final item, W,., that carries most of the weight. W, 
is the amount of money paid out to workers engaged in making 
goods for investment. It varies, therefore, directly with invest- 
ment itself, probably representing two-thirds of the cost of 
new investment. Net investment is a very variable item : as was 
pointed out earlier, it may be negative as well as positive; and 
it is not unusual for net investment to vary, even apart from 
wars, from a large plus to an equally large minus in the course of 
a few years. 

The short-term fluctuations in P can therefore be attributed 
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mainly to the factor W,—which varies directly with net in- 
vestment. W,, however, will be large only in a situation in which 
W, is also large and employment is good. S will therefore tend to 
rise. Similarly the earnings (or expected earnings) of the capital- 
ists will also be growing, and 7 will therefore grow. The 
changes in 7' and S will to some extent neutralise one another ; 
the balance will probably rest on the side of 7. F, as we have 
said, is more or less fixed, but in a period of rising employment 
and profits there will be fewer defaults, and F will therefore 
tend to be slightly greater. New contracts, for rent or interest, 
will also be made at higher rates, and will gradually tend to raise 
the level of F; but only with a considerable time lag. In sum, 
an increase in W, will probably mean an equal or greater rise in 
P; and vice versa. 

The interest of this analysis is now revealed : changes in the 
level of profits (on goods for consumption) are directly dependent 
on changes in the level of new investment. And since change 
in the rate of profit is the main factor determining the general 
level of employment (and hence of income), we arrive at the same 
conclusion as that derived from the Keynesian analysis—namely, 
that the crucial factor determining income is investment. We 
have, however, arrived at this conclusion by more detailed steps 
and with closer reasoning ; in particular, the category P has found 
its true place in the picture, as an essential connecting link. 
Keynes’s “‘ marginal efficiency of capital ’’ is, in spite of the care 
which he devoted to it, an elusive sprite, ‘‘ determined, as it is, 
by the uncontrollable and disobedient psychology of the business 
world.” 1 It is the “ sudden collapse in the marginal efficiency of 
capital’ which is the chief explanation of the economic crisis; 
but we are left in doubt as to the factors responsible for these 
sudden movements. In our analysis, however, we can claim that 
the variations in P are not incalculable nor unpredictable; 
they provide a very substantial and concrete basis on which to 
explain the actual variations in business ‘‘ confidence.” 

The relation P = W, + T — S — F (which can also be written 
for short in the form P = W,, provided the existence of the other 
factors is not forgotten) clearly provides an explanation of the 
inherent instability of the free enterprise system. For the two 
leading terms—P and W,—are each dependent on one another. 
Say, for example, there is an increase in investment—which 
means an increase in W, and hence of P. The higher level of 
profits in the industries making goods for consumption will in 
1 General Theory, p. 317. 
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turn encourage optimism, and there will be a further rise in in- 
vestment, and so of W,. The process is therefore cumulative : 
activity and employment will increase in all sections of industry; 
and the more investment rises the higher will be the profits of 
current production. 

What is the end of the story; and why should it have an end? 
The reason, I think, is the threat of the competition of the new 
capital with the old, which produces a critical situation, and a 
sudden reversal of expectations in the business world. This in 
turn is much modified in its results by a second factor, namely 
the degree of monopoly. 

In a boom, business-men are rapidly expanding their commit- 
ments; their holdings of new investments are increasing. These 
investments are for the most part in industries which are in 
competition with existing industries, although during the earlier 
period of new capital construction this fact may be temporarily 
obscured. While some business-men will make their new invest- 
ments in the form of an expansion to their existing plant, others 
will launch out into new spheres of activity. They will not have 
complete information as to the existing capacity in that industry; 
at any rate they will not know their competitors’ plans for ex- 
pansion. That is part of the logic of an unplanned economy. 
As time passes, however, and plans begin to mature, it will begin 
to dawn upon the men concerned that there is such an excess of 
new capacity coming into operation—all at once—that prices 
are bound to collapse. The new processes and the up-to-date 
plant which is coming in on the tidal wave of the boom will be 
able to afford to take prices well below those hitherto ruling in 
the market. There is nothing terrible in that for the newcomer; 
provided prices do not fall below the level at which his new plant 
can operate he will be satisfied. But for the old inhabitant of 
the market the new machinery spells disaster. His old plant will 
suddenly find itself high and dry—well above the supply curve 
for the industry—and he is threatened with the loss not merely 
of his profits, but, if the price falls below the level of marginal 
cost, with his capital also (for it is doubtful if he will be able 
to realise very much on its sale). If he is lucky, he will be able to 
make an agreement with his competitors to restrict production, 
maintain prices, and so keep his capital intact. But in any case 
he will have lost his enthusiasm for new investment; and the 
“ marginal efficiency of capital ’’ will have fallen very low indeed 
in his estimation. So the system will pass from a state of high 
expectations and confidence to one of abysmal depression. 
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An objection may be raised at this point that if business-men 
were not to react in this fashion, as they face the advancing tide 
of new productive capacity, but were bravely to face the issue, 
and continue to place new orders for plant and equipment, there 
would be no need for any crisis or ensuing collapse. For so long 
as W, is maintained, P also will be maintained, and the market 
will be in no danger. That is quite a legitimate observation ; 
but it ignores the fundamental fact that the individual business- 
man has to choose his path on his own account and without know- 
ing what his competitors will do; still less can he trust them to 
carry out a common policy of such a bold and hazardous character. 
He is compelled to take first thought for himself; and the upshot 
is that the devil takes all. No solution of this difficulty within 
the framework of free enterprise is conceivable. 

It was stated above that a second factor in the situation is 
the degree of monopoly. The crisis, for the reasons outlined 
above, is inevitable; but its consequences, the depth and the 
length of the depression, depend on the degree of monopoly. 
Briefly, we may contrast the typical crisis of the mid-nineteenth 
century, which was followed by a short depression and then a 
recovery which carried economic activity well above the level 
reached in the same stage of the previous cycle, with the situation 
between the two Great Wars, when the rate of advance was very 
much slowed down. The explanation, as I see it, lies in the fact 
that the earlier period was one of true competition; not perhaps 
“perfect ’’ competition, but the nearest to that blissful state 
that the world has yet known. In this state, a boom, with its 
accompanying flood of new investment, might lead to the ruin of 
hundreds of producers, knocked out by more modern and more 
efficient machinery, but for every failure there was an equivalent 
success, and while the losers might feel deeply ‘‘ depressed ” 
about future prospects, the winners would be feeling very pleased 
with themselves, and quite ready to start a new round in the 
battle. After a short period of digestion in which the new plant 
and equipment would be brought into operation, and the full 
effect of tts competition brought to bear on the older inhabitants, 
the economy would be ready for a new wave of investment, which 
by the nature of the P = W, relation is bound to take the form of 
a boom rather than a steady increase. 

Competition, however, is an unstable and inherently self- 
destructive state of affairs. Natural selection encourages the larger 
firm, which, as a general rule, is the more successful in the struggle. 
With the progress of the years the guildsman gives place to the 
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merchant and the manufacturer; steam replaces water; the 
division of labour grows; mass-production and the conveyor belt 
finally take control. And meantime the independent shop is 
replaced by the chain store; the local bank becomes a branch 
of the ‘‘ Big Five ’; and even the simplest services are performed 
by the agents of a national enterprise. In these latter days, 
in Britain at least, the boom has lost its old exuberance and 
the depression has become more prolonged and more highly 
organised. For with fewer and larger firms there is more know- 
ledge about competitors’ activities and it is less easy for new- 
comers to enter the field ; in some cases it is practically impossible. 
While the inherent instability of the P = W, relation is therefore 
still present, aided by the lack of planning or co-ordination in the 
system, it is not so likely to lead to a prolonged and intensive 
boom as previously. Disillusionment comes sooner, before the 
economy has expanded to the full extent of its capacity; and 
when it does come it is not met as hitherto by wholesale bank- 
ruptcies, as in the days when there were hundreds of small 
competitors, but more often by an agreement between the 
competitors (only a handful in many cases) on restriction of 
production and maintenance of prices. 


V 


Having studied the implications of our equation from the short- 
term point of view, we may now proceed to discuss the long-term 
aspect. There are two factors affecting the long-term rate of 
profit: firstly, the amount of profit; secondly, the amount of 
capital employed. The latter point has hitherto been ignored as 
having comparatively little bearing on the short-term situation; 
but when we come to the long term it obviously has very great 
importance. In twenty years, for example, the total amount 
of capital, even though increasing slowly, may have doubled, 
with the result that unless there is an equivalent increase in the 
amount of profit earned, the rate of profit will have fallen. Now, 
in a progressive state, in which W, is positive, the annual in- 
crements to total capital employed will have a continuously 
depressing influence on the rate of profit, unless there is 4 
compensating rise in P. Our problem therefore is to examine the 
long-term trend of P. 

We must first note that in the long term the tendency will be 
for F to move parallel to P. The item rent may, it is true, show 
a secular tendency to increase, with the increase of population 
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and income; but it represents only a minor proportion of the 
whole. Interest, on the other hand, will move normally in the 
same direction as business profits. The margin between the two 
may vary with changes in commercial conditions and practice and 
with the so-called schedule of liquidity preferences. But since 
interest and profit are both in the final analysis different forms of 
return on the investment of capital, the general rule will be for 
them to move parallel. It will be better, therefore, if we transfer 
the item F to the left-hand side of the equation so as to give us 
gross profits (G), the movement of which in the long term will 
represent the direction of movement of P. SoG = W, + T —S. 

We shall assume for the purposes of illustration that the 
long-term period under discussion is one of increasing national 
income, both absolutely and per head. Taking the terms of the 
equation one by one we receive the following impressions: S will 
tend to rise, at least parallel with the increase of national income ; 
T will also tend to rise on account of the increase of national 
income, but it may tend to fall on account of the gradual re- 
duction in the size of the purely capitalist class (one person with 
an income of £2000 per year will probably spend less on con- 
sumption than two persons with incomes of £1000 per year each). 
Furthermore, with the growth of savings made by salaried persons 
for security, insurance, superannuation, etc., there may be an 
increasing proportion of income earned on capital which is auto- 
matically saved. The same tendency may be indicated by the 
growth of undistributed profits as a proportion of total profits, 
due in part at least to the favourable treatment of undistributed 
profits in respect of taxation. The analysis of 7’ therefore is 
inconclusive; the weight of argument seems to fall on the side of 
a gradual fall in 7’ over the long term. If this is so, the change in 
both the items 7' and —S is negative and the whole burden of 
maintaining (and increasing) G rests on Wy. 

W, is directly proportional to new investment. In the long 
term, therefore, the movement of gross profits is directly dependent 
on the scale of new investment activity, which, in order to main- 
tain a given level of gross profits, must increase by at least as 
much as the fall in capitalist consumption plus the increase in 
workers’ savings. And if it is desired to maintain a given rate 
of gross profit, then new investment must increase by an additional 
amount each year sufficient to compensate for the annual growth 
of the total value of capital employed. It is evident therefore 
that (unless there is a rise in 7' or a fall in S) the only possibility 
of maintaining a given rate of gross profit is through a steadily 
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increasing rate of new investment, an increase which will take the 
form of a geometrical progression. 

There is in the long term, as in the short, an inherent element 
of instability about the system. A system which calls for a 
constantly increasing rate of new investment in order to maintain 
the existing rate of return on capital is one which seems on the 
face of it so absurdly unworkable that it is a miracle that it should 
have survived so long. There are, however, other factors which, in 
my opinion, have helped to overcome this difficulty in the past. 

Under widely competitive conditions the repercussions of a 
general programme of investment are different from those arising 
in conditions of highly monopolistic competition. In a market 
of several hundred competitors there is little danger that the 
application of a new process will be made by all producers at once. 
The new plant brought into operation by the more advanced 
producers will undercut that operated by the more backward, 
and the gain of one producer will be at the expense of another, 
for whom the more fortunate has no feelings of responsibility, 
financial or otherwise. As the number of producers shrinks, 
however, it is less and less possible for one producer to gain a long 
lead on all the others; and even when he does do so, his com- 
petitors are financially strong and powerful enough to stand the 
racket for quite a time—long enough in many cases to overcome 
their handicap. Nor is it any longer so easy for a complete new- 
comer to penetrate the market, bringing with him nothing but his 
new equipment and having no vested interest in the old. In the 
days of smaller and more competitive units such invasions of 
foreign territory were quite feasible and were, of course, a great 
stimulus to the rate of investment. In the present generation a 
large firm has to weigh up many tricky possibilities before it 
launches out into new investment even in its own market. Can 
there be any guarantee that competitors will not follow suit! 
In that case the market may be glutted from all sides and no one 
will be the gainer. It is not surprising, therefore, that the big 
producers should be driven quite frequently towards the trade 
agreement on prices, output, and the rest, as the only means of 
preventing cut-throat competition and mutual impoverishment. 

There is a further point of difference between competitive 
and monopolistic conditions, a point which has probably had even 
more bearing on the rate of new investment than those hitherto 
discussed. When a producer is undercut and beaten, not only 
does his successful rival accumulate his previous customers, who 
provide the additional revenue which justifies the new investment 
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made, but actual losses are incurred by the defeated firm. These 
losses provide a sort of premium to the system as a whole; the 
community benefits from the death of one of its members. Stated 
in terms of the symbols used above, the position is as follows : 
in the first instance a successful competitor acquires by his 
activities a greater proportion of the aggregate of profits of the 
community as a whole. These come out of W,, 7’, etc.—i.e., 
from the expenditure on consumption of the capitalists and those 
workers who are employed on making goods for investment. 
But if, in addition, an individual firm makes a trading loss, then 
there is a portion of that firm’s W, payments which are in the 
hands of consumers and which are not needed to cover the cost 
side of the trading account. They become therefore, for the com- 
munity as a whole, a net addition to profits. 

Competition can claim a strange but vitally important quality : 
it is a system which grows by feeding on itself. The losing con- 
testants in the struggle for existence are discarded and “ liquid- 
ated,” but their memory lives on; the bread which they have 
thrown upon the waters comes back to their successors as strength 
and sustenance and as a justification of the enterprise of the 
competitors who brought them to their doom. In this manner 
competition provides a stimulus to investment which overcomes 
the depressing factors previously examined; and in so far as W, 
is lifted to a higher level, so G also is automatically raised for the 
community as a whole. But in the period of increasing monopoly 
these advantages diminish; and today we live in the period in 
which the depressing factors reign supreme. 

Having studied the Profit Equation from both the short- and 
the long-term points of view, it is time to summarise the argument. 
The interdependence of P and W, in the short term is the under- 
lying cause of the instability typical of an unplanned economy. 
Boom conditions are cumulative up to the point at which the new 
capital threatens to destroy the earnings of the old. “ Crisis ” 
supervenes and the spiral reverses its action. The ensuing 
depression is longer and more severe under conditions of monopoly 
than in competition. In the long term the gross rate of profit is 
subject to the continuously depressing influence of the inability 
of investment to keep pace with (1) the growth of workers’ 
savings, (2) the reduction in capitalist expenditure on consumption, 
and (3) the constantly increasing value of the total capital em- 
ployed. These depressing influences are overcome in conditions 
of competition through the sacrifice of the defeated and the 
accrual of their losses to the benefit of the successful. With the 
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passing of these conditions the long-term depressing influence on 
the rate of profit is reinstated. 


VI 


We can now return to the Keynesians. When interpreted in 
terms of our fundamental equation their prescription amounts to 
this : that the Government should take measures which will raise 
the level of profit, by introducing a new factor on to the right- 
hand side of the equation, namely Government expenditure, 
If we call this factor H 1 the equation now reads : 


G=W,+T—S+E. 


The character of H is determined by the source from which it is 
derived on the one hand and the purpose for which it is used on 
the other. The source may be either borrowing or taxation. In 
either event the money must (by definition) come primarily from 
the unspent incomes of the capitalists. The purposes on which 
the money is spent may be manifold; the object is to put the 
money into the hands of the working-class, either as a direct 
increase of their income in the form of an allowance or a subsidy, 
or in return for work performed, when it is spent on employment 
in the building of roads, schools, etc., or in the provision of 
services such as teaching, doctoring, etc. 

What effect can these measures have on the employment 
situation? The logic of the proposals is that an increase in ¥ 
will raise G, and thus stimulate employment—on the assumption 
that when profits rise business-men expand their activities and 
order new machinery. This assumption is pretty well correct in 
normal times and in competitive conditions. But the unique 
feature of the situation we are now considering is that in order to 
raise gross profits the incomes derived from those profits are to be 
taxed, or at least the savings out of those incomes borrowed; 
the incentive provided by increased consumer demand is thus toa 
greater or lesser degree negated by the manner in which con- 
sumers are provided with their extra incomes. The force of this 
“‘ disincentive ”’ depends on several considerations: _ firstly, 
whether the Government expenditure is financed by taxation or 
by borrowing; secondly, whether the Government expenditure 
is used to finance enterprises which enter into competition with 
private enterprise or is directed into more “ harmless ” channels. 

The taxation of profits in order to subsidise workers’ incomes 


1 For the purpose of this article I shall define E as the net effect of Government 
transactions on the income of the workers. 
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so as to improve demand is a self-negating operation, and can 
hardly be expected to lead to any improvement in employment. 
There will also be repercussions, such as a reduction in 7’ and 
an increase in S, which will leave the level of profits lower in 
the final analysis than they were before the policy was brought 
into operation. Full employment cannot be achieved by taxation 
alone in a free enterprise economy. It may be suggested, it is 
true, that, provided the taxation falls on all capitalist incomes 
equally, and since all the benefit of the increased consumer 
demand accrues to net profits, there will be a certain transfer of 
income from fixed incomes (rent and interest) to business profits, 
which will provide an incentive for greater employment. But it 
is doubtful whether the rentier and business sections of the 
capitalist class are sufficiently distinct to give any basis for 
this argument; and there are still the repercussions of 7' and S 
to be contended with. 

If, on the other hand, the Government expenditure is financed 
by loans, the situation is rather different. The capitalists, who 
are providing the source from which increased consumer demand 
is financed, do not lose title to their wealth; they become the 
owners of a Government debt, and are entitled to an annual interest 
payment out of national revenue. The growth of the national 
debt becomes the means of increasing profits, and the increase in 
the profits is in turn converted into more national debt. In 
effect therefore business-men are invited to increase employment 
in return for increased holdings of the national debt. Now this 
proposition may be acceptable for a limited period and in special 
circumstances. Thus it is acceptable in time of war when no 
better alternative presents itself, and when it is also taken for 
granted that the process will not go on for ever. Even so, there 
is not much enthusiasm for the arrangement. But do these con- 
ditions obtain in times of peace? It does not seem to me to be 
a practical proposal as a long-term policy. The donkey may 
follow the carrot for a limited period, but once he becomes con- 
vinced that he is merely operating a mechanism which keeps the 
carrot out of reach, he will cease to show any further interest. 
Interest on the national debt is, as we all know in these en- 
lightened days, a transfer payment; and within the framework of 
a full employment policy that transfer becomes merely a transfer 
from one pocket of the capitalist class to the other. Increased 
holdings of the national debt do not therefore represent increased 
accumulations of real wealth to the capitalist class. 

Even, however, in the short term, in which a policy of deficit 











382 THE ECONOMIC JOURNAL [SEPT. 1946 


financing may be acceptable to free enterprise, there are strict 
limits to the purposes for which the money may be used without 
becoming a brake on private industry. If, for example, the 
Government geeks to enter a field in which it is in direct, or even 
indirect, competition with private firms, it will be threatening to 
undercut the profitability of the private sector, and to that extent 
reducing the effectiveness of its deficit expenditure on the in- 
centive to increase employment. This is the reason for the 
curious preference, noted by J. M. Keynes, for ‘‘ wholly ‘ waste- 
ful’ forms of loan expenditure rather than for partly wasteful 
forms.” + 

Our conclusion is that the Keynesian prescription for “ full 
employment in a free society ”’ is applicable only as a temporary 
policy of deficit finance, and provided that the money is only spent 
on purposes which do not bring the Government into competition 
with private business. The situation is not, however, one which 
calls for merely temporary remedies, nor can any Government, 
in Britain at least, afford to divert any large part of its labour 
force into “ harmless ” forms of employment. The truth is that 
full employment under present conditions must involve a very 
great increase in the rate of new investment, not merely on account 
of the labour which must be absorbed, but because of the powerful 
needs of re-equipment and reconstruction of many of our most 
vital industries and services. Such an intensive investment 
programme would temporarily raise the level of profits; yet it 
is very doubtful if private industry, in its present monopolistic 
state can be expected to make the effort, for fear of the ultimate 
depreciation of its existing capital holdings. Nor is industry any 
more happy at the prospect of the Government taking over 
its investment responsibilities. Who then is to cut the knot? 
May not the system of private enterprise have to yield eventually 


to the planners ? 
H. F. Lypati 


Welwyn Garden City. 


1 General Theory, p. 129. 
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CAUSES OF THE SUPERIOR EFFICIENCY OF U.S.A. 
INDUSTRY AS COMPARED WITH BRITISH INDUSTRY ! 


Tue theory that the superior efficiency of the U.S. industry 
is due to the larger size of the market is expressed in each of 
three different forms. The first form of the theory is that the 
individual enterprises in the United States enjoy the advantages 
of larger markets. If the advantage is indeed of this form, it is 
difficult to see why England should not secure similar advantages 
by having relatively fewer firms in each industry. 

The second form of the theory is that the groups of firms in 
each industry in the United States enjoy a larger market for the 
product of the industry. If this is the form of the advantage which 
the United States enjoy, then England could secure the same 
advantages if she concentrated her industrial effort upon a smaller 
number of industries, so that each of these industries would secure 
a larger world market. 

The third form of the theory is that the United States secures 
greater efficiency of production because of the greater size of 
her whole economy. This is the only one of the three explanations 
which indicates a final reason for the United States advantage 
which England cannot hope to overcome. But an examination 
of the historical evidence and a study of the variation of pro- 
ductivity between different countries to-day both throw consider- 
able doubt upon whether this third kind of advantage due to the 
large size of the economy as a whole is really so very important. 


Historical Evidence 

The superior efficiency of the United States industry is no 
new phenomenon. Indeed, as long ago as 1870 the superiority in 
efficiency of the United States industry over the British seems 
to have been as great as it is to-day. But in 1870, the market for 
the United States industry as a whole was probably smaller than 
the market for British industry as a whole. It is therefore difficult 
to account for the superior efficiency of the United States industry 
to-day by reference to the larger size of its market to-day. 


1 This article has been compiled from some unfinished notes left by Erwin 
Rothbarth at his death. Alterations have been reduced to a minimum for fear 
of misrepresenting the author’s original ideas. 
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It is difficult, of course, to make any precise comparison 
between the size of the United States market and the British 
market ; one reason for this is that we have to make due allowance 
for transport costs when we measure the size of the market ; 
we must also make allowance for the average purchasing power of 
the individuals who compose the market. The question which 
we have to answer is: How many units could the United States 
industry sell if the price charged ex-factory were the same as the 
price charged ex-factory by British industry? But all that we 
know is the actual number of units sold by United States industry 
and British industry respectively in various localities. Only 
when we can find localities with similar purchasing power, but 
which, owing to different distances from the source of supply, 
pay different prices for the same product, are we able to isolate 
and measure the influence of transport costs on the size of the 
market. We may then estimate the size of the market as 
being the aggregate amount which can be sold for a given 
ex-factory price a, say, which will be equal to P — yz, where 
P is the price paid at the selling point, 7 is the transport cost 
per mile, and y is the distance of the selling point from the 
factory. 

No such refined calculations are needed in order to show that 
the United States market in 1870 was less than the British market, 
for at that time the population of the United States was no larger 
than that of the United Kingdom, and it was thinly spread over 
the vast area of the continent. Since transport costs by land were 
then much higher than transport costs by sea, their effect in 
reducing the United States market was far more serious than their 
effect on the United Kingdom market. Moreover, with low marine 
transport costs, the United Kingdom was able to sell its goods to 
Belgium, Holland, France and parts of Germany and Italy far 
more easily than the eastern states of the U.S.A. could sell to the 
states of the far west. It is therefore clear that the United 
Kingdom was selling to a larger market than the United States in 
1870, so that the relatively higher efficiency of the United States 
industry at that date cannot have been due to any superiority 
of the size of the market which they served. 


Evidence from Interregional Comparisons 
Further doubt is cast on the theory that a large market for 
the whole economy is the source of the United States efficiency 
by the fact that the industries of the Southern States of the U.S.A. 
are not particularly efficient, although they have as easy an access 
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to the large markets as the industries of the rest of the U.S.A. 
On the other hand, the industries of Australia, Canada, New 
Zealand and Argentina all show high efficiency without having 
access to particularly large markets. On these grounds, we are led 
to reject the theory that the availability of a large market is the 
explanation of the high efficiency of U.S.A. industry. 


Alternative Theories to Explain U.S.A. Efficiency 


“Age of Industry”’ Theory. The superior efficiency of United 
States industry is sometimes attributed to the fact that it de- 
veloped more recently than the British industry, and was thus 
able to adopt more up-to-date techniques. British industry was, 
on this theory, hampered by the possession of antiquated equip- 
ment on which it had to pay overhead charges. It is doubtful, 
however, whether a detailed comparison of British and American 
industry would lend much support to this theory. 

On the other hand, it is certainly a common belief that 
American industrialists are always more ready to scrap industrial 
equipment than are their British counterparts. This may be due 
to capital being more readily obtainable in the United States, but 
it may also be due to a psychological difference between the 
adventurous employers of the United States and the more con- 
servative British employers. It is interesting to speculate how far 
the superior efficiency of the United States industry may be due to 
a readiness to take on a venture which is in fact quite irrational 
from the point of view of the individual employer concerned, 
although it benefits his country by increasing efficiency and 
stimulating business. 

Availability of Land. In any country where land is readily 
available in large quantities, labour is likely to be expensive. 
For the income of the industrial worker must be sufficiently high 
to present an attractive alternative to his cultivating the land for 
his own profit. Thus the high productivity of labour in American 
industry at the beginning of this century can be explained by the 
fact that industry had to instal labour-saving equipment and to 
economise in the use of labour until its productivity was sufficiently 
far higher than it was in agriculture to enable relatively attractive 
wages to be paid in industry. The same explanation will account 
for the high productivity of labour in Canadian and Argentinian 
industry until quite recently. Kaldor has raised an objection to 
this theory by pointing out that in American industry the pro- 
portionate share of labour in the total product has always been 
lower than it is in British industry. This does not seem to be a 
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valid objection to the theory; for the superficial paradox is 
explained by the following facts: (1) American industry is more 
highly mechanised than British industry ; (2) the supply of labour 
is less elastic compared to the supply of capital in U.S. industry 
than in U.K. industry. 

Size of Market for Standardised Products. The ease with which 
the United States industry has been able to install mass-production 
methods is probably due as much to the structure of the buying 
public as to anything else; for the United States public is very 
ready to buy standard articles which are not differentiated by 
marked individual features. In the United Kingdom, on the 
other hand, there remains an aristocracy and a middle class 
impregnated with aristocratic ideas, who reject mass-produced 
articles and insist on articles with individual character. These 
fancy goods cannot be mass-produced conveniently because the 
process of production differs between all the specialised articles 
and it pays small firms to specialise in the production of particular 
products. 

If this theory of the successful use of mass production in the 
United States were correct, it might be expected that the ‘ colonial” 
countries would have benefited to the same extent, since they also 
serve a public which is content with standardised goods. The only 
reason that firms in the “ colonial ’’ countries are not in fact found 
to have grown to the same extent as those in the United States, 
is that their transport costs are considerably higher, so that no 
individual firm can grow beyond a certain point without coming 
up against market limitations. 

Both these last two explanations are valid, and account for the 
superior efficiency of United States industry. On the one hand 
the availability of large amounts of land and the consequent 
scarcity of labour have stimulated industry to install labour-saving 
machinery which has resulted in high efficiency. On the other 
hand the same plenty of land and scarcity of labour have resulted 
in a social structure which has put purchasing power in the hands 
of those who are ready to buy large quantities of standardised 
goods but who do not favour the purchase of aristocratic goods of 
high individual quality. Thus the special structure of the market 
in the United States has resulted in the production of products 
where the economies of mass production by labour-saving 
machinery have been particularly high. Both our explanations 
go back to the ample supply of land in the United States as the 
fundamental explanation of the superior efficiency of her industry 
to-day. 
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Objections to the Last Two Theories 


One obvious objection to these theories is that land is no 
longer a free good in the United States. This is quite true, but 
it is only claimed that in the first instance the ready availability 
of land and the consequent scarcity of labour caused the United 
States industry to become more efficient than that of any other 
country. Once the tendency towards large-scale production had 
become established it became self-reinforced and operated in- 
dependently of its original cause, because it had created a buying 
public which was predisposed to pay for large quantities of mass- 
produced goods. In the United Kingdom, where industry never 
began to become efficient in mass-production methods, the market 
remained specialised and the forces of market imperfection are 
much more deeply ingrained, so that the size of the market and 
mechanisation and output per head all remained limited. The 
preference for “ craftsmanship ”’ in British industry is probably 
due to this fact of aristocratic buying habits and to the relative 
abundance of labour much more than it is due to the lack of 
scientific training of British business men. 


Economies of Large Scale 


The advantages which the American economy has derived 
from the large scale of production have been very considerable, 
although they may in some cases have been exaggerated. They 
may all be explained in terms of the complementarity of in- 
divisible processes of production. 

One example is the large scientific instruments industry in 
the United States which supplies an industry which consists of 
large firms. One of the chief reasons for the large size of the 
firms in the consuming industry is the indivisibility of some of 
the productive units which they employ. It is only because there 
is a considerable number of these large consuming firms that the 
mass production of scientific instruments in the United States 
is profitable. 

During the war a large number of mechanical devices for 
making measurements and for the operation of quality control were 
produced and used in the United States. There grew up on this 
basis a very large industry for the production of these machines, 
It may be argued even in this case that although the great size 
of the whole United States economy facilitated the rapid intro- 
duction of such machines, their use need not really be confined to 
large-scale industries, and that the extensive and profitable use 
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of these devices in America was chiefly due to the scientific 
outlook of the managers of the large American firms. Indeed, the 
scientific instruments industry in Sweden is also very highly 
developed although they had to start from small beginnings with 
a small market and to build up their export connection. In that 
country the early growth of the industry depended upon the high 
development of actuarial mathematics and the use of calculating 
machines by insurance companies. 

It would be absurd to suggest that the advantages of large- 
scale production are solely based on the indivisibility of certain 
productive processes. The point is that large scale is an ad- 
vantage whenever there are complementary relations between 
large-scale productive processes. This may be illustrated by 
means of an imaginary example. Suppose that the optimum size 
of a blast furnace is large for reasons connected with fuel economy, 
and that the products of the blast furnace are used by a rolling 
mill where the optimum size is also large. Then, unless the capacity 
of the rolling mill is an exact multiple of the capacity of the blast 
furnace, it will be necessary to use more than one rolling mill in 
order to maintain both the blast furnaces and the rolling mills in 
continuous production. Indeed, if the ratio of the capacity of 
the rolling mill to that of the blast furnace is some inconvenient 
fraction, such as 7 to 5, it will evidently be necessary to use quite 
a large number of rolling mills (5 in our example) to ensure 
continuous working of both the blast furnaces and the rolling 
mills. 

Too much stress must not be attached to arguments of this 
kind. For example, it has been argued that the high cost of 
scientific research gives an advantage to large firms. But 
theoretically scientific research could be carried on by independent 
organisations who would sell their results to firms of all sizes. 
Although small and medium firms could theoretically share the 
advantages of scientific research in this way for a moderate fee 
and without incurring the heavy cost involved by carrying out 
their own research, such a solution is not practicable under present 
conditions because of the high degree of business secrecy and 
because of the lack of scientific training amongst the managers of 
medium and small firms. For these reasons, large firms do 
secure an advantage under this head, but these advantages 
depend upon the secretiveness of industrial managers rather than 
on the large scale of the enterprises. 

In general, we find that what at first seems to be an advantage 
due to large scale frequently turns out to be an advantage con- 
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tingent on various special features of the present productive 
system. For instance, the advantage may depend on the character 
of the buying public, or on the imperfection of the division of 
labour which is itself due in the last resort to the monopolistic 
tendencies of a productive system run for private profit. The 
private ownership of the firms then limits the scope of enterprise 
and scientific initiative, whereas if there was division of labour 
that enterprise would obtain fuller scope. 


It is still true, on the other hand, that in a large economy 
like the American economy private enterprise itself will often 
provide the remedy, whereas in a smaller economy only the State 
can provide the scientific research or other services needed. Thus 
private enterprise in the United States provides widespread 
information based on market research, and there are also firms 
providing specialists in quality control techniques. The reason 
for this is the development of the scientific outlook amongst the 
managements of many large firms in the United States. Once 
such a service as market research has been provided at all through 
a market, competition tends to spread it to a far wider circle 
of firms than the large firms who in the first instance fostered its 
provision. Where there are a sufficient number of large firms to 
introduce the service in the first instance, they enable it to be 
provided eventually for large and small firms alike. This ex- 
perience in the United States suggests that in smaller countries 
although public intervention may be necessary for providing 
such services in the first instance, yet once their use has become 
widespread the provision of them could be taken over from the 
State by a number of competing private firms. Experience alone 
can decide whether this is so, and unless the market proves 
sufficiently large to allow competition to develop in the provision 
of the service, the State should continue to provide it. 


The Future of the Small Firm 


Although under present conditions large firms in large in- 
dustries certainly do secure several advantages over small firms, 
these advantages are likely to become less important as scientific 
training becomes more widespread so that a larger number of 
competent scientists can be employed at moderate salaries. 

The availability of scientifically trained staff will give a new 
lease of life to the small firms in those industries where production 
at a small scale can be partially standardised. When the small 
firm is almost as well staffed with scientists as the large firm, it 
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will have overcome one of its greatest disadvantages, and various 
advantages of small scale will again be felt. 

The chief of these advantages is that the manager of the small 
firm can devote his individual judgment to every stage of his 
business both in manufacturing and marketing. There are 
other advantages also: for example, there is more scope for 
enterprise in small business than in large business. Another 
advantage, which largely accounts for the preference of Jewish 
employers for small business, is that the human relations in 
small firms are less impersonal than in large firms. Another 
potential advantage, which will be felt only when technical 
knowledge has become widespread and trade unions are firmly 
established in all firms, is that small firms sheuld be able to 
provide more scope for the workers. 

For these various reasons, the spread of scientific training 
and a reasoned outlook is likely to diminish the purely economic 
advantage of the large firm, so that men of independence and 
judgment will more often choose to accept the hazards of small- 
scale business because of the variety and the interesting oppor- 
tunities for individual enterprise which it offers them. 

E. ROTHBARTH 
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THE WORKING OF RUBBER REGULATION ! 


I 


1. THE International Rubber Regulation Scheme was in effective 
operation from June 1934 to the early part of 1942, and during 
this period it controlled 97% of world rubber exports. It was a 
quota scheme,’? with basic quotas allotted. to the participating 
territories (which covered over 99% of the area under rubber), 
and exports were restricted in accordance with rates of release 
prescribed by the International Rubber Regulation Committee 
(LR.R.C.). This body of representatives of the participating 
countries was throughout its existence presided over by a high- 
ranking British civil servant, who was leader and voting member 
of the Malayan delegation. The leader and voting member of 
the Netherlands East Indies (N.E.I.) delegation was also a 
high Government official. With quantitatively insignificant 
exceptions, all the voting members were Government officials. 
The scheme applied equally to estates and small-holdings.* 
It is relevant to what follows that, before the Japanese War, 


1 Extracted from material collected by the writer as Leon Fellow of the 
University of London. 

* Some definition of these terms is necessary. By Quota is meant the agreed 
notional productive capacity, under reasonably favourable conditions, of each 
individual territory, calculated on the basis of 1929-32 exports, with allowances 
for areas immature during this period. The permissible output of any year 
was determined by the Rate of Release fixed by the International Committee. 
The Actual Output in any year was usually in close accord with the Rate of Release. 

’ The distinction between estates and smallholdings has always been clear, 
although the official line of division varies slightly in the different rubber-pro- 
ducing territories. The estates are units of several hundred or thousand acres 
each, operated with substantial capital, and employing a large labour force in 
receipt of a cash wage. The smallholdings are essentially peasant holdings of 
two or three acres each, usually worked by the owner and his family, occasion- 
ally employing outside labour on a share basis. The smallholders are practically 
always referred to as natives, which is formally inaccurate for Malaya, British 
North Borneo and Sarawak (though not for the N.E.I.), where many of the 
holdings are owned and worked by Chinese and not by Malays. Moreover, 
“native ’’ carries a connotation of inefficiency which certainly does not apply. 
Measured by long-period supply price, the smallholders are the more efficient 
class, though their methods necessarily differ from those of the estates. For 
example, the much greater planting density on smallholdings reflects the ab 
of cash wage costs; speaking broadly, the smallholder tries to maximise the yield 
per acre and the estate the yield per tree—a point very generally overlooked 
by European observers. The economics of the different planting densities is an 
interesting and complex subject which cannot be discussed in detail here. 
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rubber was not only much the most important export from the 
British Colonial Empire, but that it was also easily the most 
valuable cash crop grown by smallholders in the British or Dutch 
colonies. 

2. Under the Stevenson Restriction Scheme (1922-28), 
the average assessment per mature acre of Malayan smallholdings 
was about one-half of that of estates. After the withdrawal of that 
scheme, yields per mature acre on smallholdings were regularly 
much in excess of those on estates (cf. Table IV, below), revealing 
the very substantial under-assessment of the smallholders under 
the Stevenson Scheme. When the 1934 Rubber Regulation Bill 
was debated in the F.M.S. Federal Council, the Malay spokesman, 
while supporting the proposed measure, anxiously pleaded for a 
fair share for smallholders in the Malayan territorial quota; 
he was given emphatic and specific assurances that this time 
justice would be done. 

In the light of these assurances, the following five tables! 
are of interest. The first two are purely formal summaries of the 
division of the Malayan quota. 


TABLE I 
Internal Distribution of the Malayan Territorial Quota,* 1934-40, 





Estates. Smallholdings. 





Per cent. of 
Malayan 
quota. 


1934 . ‘ ; 312-5 61-1 199-1 38-9 
1935 . : ‘ 334-6 62-5 200-4 37-5 


Per cent. of 
Malayan 
quota. 


Thousand 
tons. 


Thousand 
tons. 

















1936 . ° ‘ 352-6 f¢ 61-7 219-4 38-3 
1937 . : Bs 373-2 61-8 230-9 38-2 
1938 . / ; 377-4 61-7 234-5 38-3 
1939 . . ‘ 395-9 61-9 244-0 38-1 
1940 . : - 407-4 62-3 246-4 37-7 






























* The total of these quotas slightly exceeded the Malayan territorial quota, 
and this necessitated the eventual introduction of internal cuts (reductions in 
rates of release below the internationally agreed rate). 

+ For administrative reasons, some properties owned by Indian money- 
lenders were transferred in 1936 from the estate to the smallholdings quota. 
Their assessments totalled some 6,000 tons, and to this extent all the tables 
slightly overstate the ‘‘ true ’’ smallholdings quota from 1936 onwards. 





1 They have been derived from the official Annual Reports of the Controller 
of Rubber, and from the official annual Malayan Rubber Statistics Handbook, 
supplemented in a few instances by reference to the records of the I.R.R.C. 
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393 


Quotas of Malayan Estates and Smallholdings expressed in 
lb. per acre, 1934-1940. 


(To the nearest 5 lb.) 














Estates. Smallholdings. 
Pp Per mature Pp Per mature 

er acre. euse. er acre. omen: 
1934 . . ; 350 385 340 365 
1935 . ‘ ‘ 375 405 340 355 
1936 . ‘ = 395 420 375 385 
1937 . a , 415 440 395 400 
1938 . ‘ ‘ 425 450 400 405 
1939 . F ‘ 430 470 405 420 
1940 . ‘ . 435 500 405 425 

















The results of the quota division emerge from Tables III-V. 


TaBxeE III 


Comparison of Previous Output * of Malayan Estates and 
Smallholdings with their 1934 Quotas. 


(Tons, to the nearest 5,000 tons.) 














London 
Small- price, 
Estates. holdings. pence 
per lb. 
(a) Output for calendar year 1933. 240,000 220,000 3-2 
(b) ~~ for twelve months ending May 
1934 250,000 250,000 45 
(c) Annual rate of production based on 
seasonally corrected setahies March-— 
May 1934 . | 265,000 300,000 5-8 
(d) 1934 iohee ; 310,000 200,000 — 
(e) (d) as per cent. of (a) 129 91 _— 
(b) 124 80 -- 
(c) t 117 67 — 








* These are production figures; stock changes are allowed for. 


t In the spring of 1934 the price was nearer to the price visualised under 
restriction than it had been in 1933. The quotas of different classes of pro- 
ducer may be considered fair if their ratio is roughly proportionate to approxi- 
mate unrestricted outputs at the prices envisaged under restriction. This lends 


special interest to the comparison of (c) with (d). 
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TABLE IV 


Annual Output of Rubber per Mature Acre of Malayan Estates 
and Smallholdings, 1929-40. 


(Lb., to the nearest 5 lb.) 





[SEPT, 














Smallholdings 
Estates. Smallholdings. as per cent. 
of estates, 
1929 410 485 118 
1930 380 460 121 
1931 375 445 119 
1932 365 385 106 
1933 355 465 131 
1934 Regulation introduced during the year. 
1935 295 l 81 
1936 275 230 84 
1937 375 330 88 
1938 290 200 69 
1939 290 200 69 
1940 410 370 90 














These figures have been calculated by dividing the actual output by the 
mature area, t.e., by the acreage five or more years old. The sharp fluctuations 
in the last column in 1932-33 reflect the smallholders’ reaction to the very low 
prices of 1932, and to the recovery of 1933, and show the forward rising supply 


curve of smallholders’ rubber. 


The very low figures in the last column in 1938- 


39 are explained by sales of rights by smallholders to estates; in 1940 the sales 


were in the reverse direction. 


TABLE V 


Shares of Estates and Smallholdings in Malayan Rubber 
Production, 1929-40 


These transactions are discussed in the text. 

















| Estates. Smallholdings. 
As per cent. As per cent. 
of total of total 
Tons. Malayan Tons. Malayan 
production. production, 
1929 246,000 55-2 200,000 44-8 
1930 236,000 54-6 197,000 45-4 
1931 240,000 55-1 197,000 44-9 
1932 240,000 57-6 177,000 42-4 
1933 ‘ 3 240,000 52-2 221,000 47-8 
June—Dec. 1933 é 149,000 50-9 144,000 49-1 
June 1933—May 1934 . 251,000 49-7 253,000 40-3 
Jan.—May 1934 ; 102,000 48-3 107,000 51-7 
Regulation introduced. 
June—Dec. 1934 160,000 59-7 108,000 40-3 
1935 : ‘ 243,000 64-0 137,000 36-0 
1936 233,000 63-9 132,000 36-1 
1937 314,000 62-4 189,000 37-6 
1938 246,000 68-1 | 115,000 31-9 
1939 245,000 67-7 | 117,000 » 32:3 
1940 334,000 60-8 | 215,000 39-2 
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The implication of these tables is clear. To forestall possible 
objections, it must be stated at once that sales of rights from 
smallholders to estates, whether directly or indirectly (via dealers 
who buy coupons first and uncouponed rubber subsequently), 
were negligible during this period, except in 1938 and 1939, 
when such sales took place to a small extent—about 5% of the 
total quota in each year. In 1940 net sales were in a reverse 
direction, and the estates sold rights to smallholders via the 
dealers. The position can be ascertained at a glance by compar- 
ing the shares of estates and of smallholdings in Malayan produc- 
tion (Table V) with their shares in the quota (Table I). The 
different trends of the outputs of estates and of smallholdings 
reflect the enforced curtailment of the latter. It needs also to 
be stated that there was no “ overtapping ’’ by the smallholders 
in the years before the introduction of regulation. An official 
inquiry on bark consumption and bark reserves on Malayan 
smallholdings took place in 1931-33, and it found that the rate 
of bark consumption was far lower than had been believed, and 
that it was not in excess of the rate of bark renewal; bark reserves 
on the trees averaged about 7} years’ bark consumption." ? 

It is possible to estimate very roughly the loss inflicted on 
smallholders by their under-assessment. If the shares of estates 
and smallholdings in the quota had been proportionate to their 
probable unrestricted outputs at prices visualised under restric- 
tion, the quota would have been divided about equally. If the 
estate and smallholdings’ quotas had been calculated on the same 
basis as had been internationally adopted for the computation 


1 The results of this inquiry were published in an official booklet, Bark Con- 
sumption and Bark Reserves on Small Rubber Holdings in Malaya (Department 
of Agriculture, S.S. and F.M.S., Economic Series No. 4, 1934). This was the 
first systematic inquiry into conditions on Malayah smallholdings, and had been 
prompted by the obvious need to revise widely held views. The results were 
in complete contradiction to the oft-repeated statements of officials and estate 
spokesmen on ‘‘squandering of bark reserves’’ and ‘‘ abnormally excessive 
tapping ’’ on smallholdings. It is of interest to note that while the setting up 
of the inquiry was fully reported in the Bulletin of the Rubber-Growers’ Associa- 
tion, as well as in its 1931 Annual Report, no reference to the results can be 
found in these publications. The booklet is almost unknown in this country. 
Copies are available in the Colonial Office library and in the excellent library of 
the Research Association of British Rubber Manufacturers. 

* In the autumn of 1933 the application of rubber restriction to Malaya was 
considered by a committee of the Rubber-Growers’ Association. Its recom- 
mendations were embodied in an unpublished but widely circulated report, 
intended chiefly for the benefit of the Malayan administrations. The suggestions 
on the internal division of the quota were remarkably fair, indeed favourable 
to the smallholders, and had the proposals of the representatives of large estates 
been adopted, the smallholders would-have fared better than they actually did 
under the auspices of the local governments. 
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of the total Malayan quota, the division would have been about 
55% for estates and 45% for smallholdings. These estimates are 
subject to a margin of error, but on any reasonable basis of division 
the share of smallholdings should not have been less than 45%, 
and possibly about 48%, especially as it is explicitly claimed in 
the History of Rubber Regulation (p. 47) that official instructions 
were issued in 1934 that the smallholders were to be given the 
benefit of any doubt in the division of the quota. On this basis, 
smallholders’ quotas over the years 1934-41 should have totalled 
approximately 400,000 tons more than they actually did, and some 
two-thirds of this amount, say 270,000 tons, would have been 
exportable under the restriction scheme. Taking a conservative 
overall value of export rights at an average of 4d. per lb. up- 
country throughout this period, the loss to smallholders may be 
estimated at about £10 million, or 85 million Straits dollars. 
As this came about through under-assessment of land which 
remained under rubber, there was little or no transfer of resources 
to other uses to be set against the loss.? 

3. The data on the administration of rubber regulations in 
British North Borneo are incomplete, and no official figures are 
available before 1939 on the division of the territorial quota 
between estates and smallholdings. In that year the average 
assessment of estates was about 500 lb. per mature acre, and that 
of smallholdings about 215 lb., although the yielding capacity 
of the latter was unquestionably higher. From fragmentary data 
it appears that much the same ratio between the assessments of 
estates and of smallholdings prevailed throughout the operation 
of restriction. In 1936-37 a series of tapping experiments took 
place in Sarawak (just across the frontier from British North 
Borneo) under the auspices of the Malayan Survey Department. 
The average yield on the smallholdings examined was 489 lb. 
per mature acre. It appears that the smallholders were worse 
treated in British North Borneo than in any other territory.” 


1 This is, of course, not to dispute the obvious fact that smallholders’ incomes 
were substantially higher under regulation than they would have been in its 
absence. For considerable periods Malayan smallholders enjoyed higher incomes 
by selling coupons without any work than they would have earned without 
restriction by tapping their trees. According to an American consular despatch 
in 1939: ‘** Malayan smallholders regard their export coupons as a pension . . 
and would almost certainly object to the discontinuance of control’’ (U.S. De- 
partment of Commerce, Rubber News Letter, December 15, 1939). 

2 In Ceylon the per acre assessments of estates greatly exceeded those of 
the smallholdings, and it is highly probable that there, too, the smallholders 
were under-assessed, but for various technical reasons this cannot be shown 80 
clearly as it can be for the other territories. 
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4. The N.E.I. native quota was also inadequate, so much so 
indeed, that this almost wrecked the whole regulation scheme in 
1935. For various reasons, chiefly the absence of acreage stat- 
istics and administrative changes and quota revisions, it is not 
possible to present a series of tables for the N.E.I. similar to Tables 
1-V for Malaya. There is, however, no lack of data to show in 
broad outlines the treatment of the smallholders. 

Table VI is analogous to Table III for Malaya. 


TABLE VI 


Comparison of Previous Output of N.E.I. Estates and Natives 
with their 1934 quotas. 


(Long tons, to the nearest 5,000 tons.) 








London 
Estates. | Natives.* a 
per lb. 
(a) Output for calendar year 1933 _ . 170,000 115,000 3-2 
(b) — for twelve months ending May 
1934 180,000 185,000 4:5 
(c) Annual rate of production based on 
seasonally corrected — March- 
May 1934. ‘ . | 220,000 300,000 5-8 
(d) 1934 quotas . " F . | 205,000 145,000 _— 
(e) (d) as per cent. of (a) ‘ . . 121 126 — 
(b) . ° ° 114 78 — 
(c) T ; $ . 93 48 — 














* For the natives exports have been taken as output. The export figures for 
March-May probably include some reduction in stocks, and thus slightly over- 
state the actual output. The amount involved is, however, certain to be very 
small. The natives kept no stocks, and dealers’ stocks were also comparatively 
small: moreover, the exports were fully in accordance with the rising trend 
since mid-1933. 

+ The considerations summarised in the second note to Table III also apply to 
these figures. Moreover, in the N.E.I. very large native areas were reaching 
maturity in about 1933-34 for which little or no allowance was made in the 
1934-35 quotas. It should also be noted that the supply of N.E.I. native rubber 
was definitely elastic, and the 1933 production was at a rate of only about one- 
third of the officially and very conservatively estimated capacity. 


5. During the first two and a half years of restriction, from 
June 1934 to December 1936, there was no individual restriction 
of native smallholders in the N.E.I., and their exports were kept 
in check by means of a special export tax (special as distinct 
from the ordinary ad valorem tax levied on the f.o.b. value of native 
exports). This was designed to depress the price of native rubber 
in the interior sufficiently to keep exports within the permissible 
limits, calculated from the total native quota and the international 
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TABLE 
The Working of the Special Export Taz 
June 1934- 
| 
(1) Ord (3) A (4) (5) (6) | (7) 
ry pprox. 
N.E.I. va cost of 
» — export shipping Approx. P 
ngapore uty on rom expenses pprox. 
price of | native = N.E.I. from average capem 
medium | rubber qubkes port to | interior | return to - ex 
blankets at 5% b ~~ Singapore, to native == 
expressed ad val- cana rocess- N.E.I. producer, tuties, | 
in pence | orem of ceatins ing and port, pence La 
per Ib. f.0.b. (dry) market- pence per Ib. Per Ib 
values, pence ing, per Ib. 
nce pence 
Fo Ib. per Ib per Ib. 

1934 June 48 0-1 _ 0-9 0-2 3-6 47 
July . 5-2 0-2 0-7 1-0 0-2 3-1 43 
August . 54 0-2 1-9 1-0 0-2 21 33 
September 5-4 0-2 27 1-0 0-2 13 2-5 
October 51 0-2 3-0 1-1 0-1 0-7 19 
November 48 0-2 3-0 1-0 0-1 0-5 16 
December 49 0-2 27 11 0-1 0:8 20 

Last seven enue 
of year 51 0-2 2-0 10 0-1 18 29 
1935 January 5-0 0-2 2-4 1-1 0-1 1-2 24 
‘ebruary 49 0-2 2-4 11 0-1 1-1 23 | 
March 47 0-2 2-5 1-1 0-2 0-7 20 | 
April 47 0-2 2-4 11 0-1 0-9 21 | 
y 5-0 0-2 2-4 11 0-1 1-2 24 | 
June 53 0-2 2-4 10 0-1 16 27 
July 5-2 0-2 2-7 1-1 0-2 1-0 23 
August 53 0-2 3-1 10 0-2 0-8 29 
September 5-2 0-2 3-0 1-0 0-2 0-8 20 
tober 5-4 0-2 3-0 1-1 0-1 10 22 
November 58 0-2 3-4 1-0 0-2 1-0 22 
December 5-9 0-2 42 1-0 0-2 0:3 15 
Year 1935 5-2 0-2 2-8 1-0 0-2 10 22 

1936 January 6-5 0:3 43 1-0 0-2 0-7 19 
February 70 0-3 43 1-0 0-2 1-2 24 
March 7-2 0:3 46 1-1 0-2 1-0 23 
April 73 0-3 49 1-0 0-2 0-9 21 
May 71 0-3 5-1 1-0 0-1 0-6 17 
June 71 0-3 5-0 1-0 0-2 0-6 18 
July 74 0-3 5-0 1-0 0-2 0-9 21 
A t 73 0-3 54 1-0 0-1 0-5 16 
September 7-4 0-3 5-4 10 0-2 0-5 17 

tober 76 0-3 61 0-8 O1 0-3 12 
November 8-4 0-3 6-4 0-8 0-1 0-8 17 
mber 9-3 0-3 6-7 0-8 0-2 1:3 23 

Year 1936 75 0-3 53 0-9 0-2 0-8 19 



































rates of release. It is generally believed that the absence of 
land survey and registration in Sumatra and Borneo was the sole 
reason for the introduction of the special tax as a method for 
restricting native exports. The main reason, however, was the 
inadequacy of the native quota, which until 1937 did not permit 
of individual assessments. The official nineteenth Report on 
Native Rubber Cultivation in the Netherlands East Indies‘ stated 
explicitly that individual restriction was impossible, first because 
registration would require too much time, money and labour, 


1 Issued by the Division of Agricultural Economics in the N.E.I. Department 
of Agriculture, Batavia, 1934. 
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on Native Rubber Exports in the N.E.I. 
December 1936, 
a _ 
(8) (9) (10) (11) (12) (13) 
Ordinary N.E.I. . 
Special N.E.I. export duty as 
export duty as 
Approx. | Approx. percentage of— Exports Permis- 
oh Pb, percentage of of native | sible ex- 
0.b. price ex rubber portable 
N.E.I. export —dry amount 
port, duties (a) (b) (a) (b) (ec) weight eX carry- 
pence N.E.I. F.o.b. Average Price ex | Average (long over 
per Ib, port, price ex | return to | Singapore} export return to tons). (long 
pence export native price duties native tons). 
per lb, duties producer | (Col. 1). (Col. 9). | producer 
(Col. 9). (Col. 6). (Col. 6). 
3-9 3-8 4 4 _ _ _ 16,000 12,229 
42 3:3 5 6 13 23 24 16,200 12,229 
44 2-3 8 8 35 83 89 12,600 11,006 
44 15 14 16 50 180 200 15,600 11,006 
40 0-8 24 19 59 345 417 5,600 9,784 
3-8 6-6 32 41 62 455 588 4,700 9,784 
38 0-9 23 27 55 290 346 12,200 8,560 
41 1-9 9 10 39 103 112 82,900 74,598 
39 1:3 14 15 48 182 205 9,600 10,423 
36 1-2 14 16 49 190 216 16,900 10,423 
3-6 0-9 21 25 53 276 333 8,900 10,423 
3-6 1-0 17 20 51 229 267 13,600 LF 
3-9 1:3 13 15 48 178 200 22,200 9,7 
43 17 1l 12 45 140 154 14,300 9,727 
41 1-2 18 20 53 230 263 100 9,033 
43 1-0 23 27 59 339 404 9,700 9,033 
42 1-0 23 27 323 385 9,600 9,033 
43 11 18 21 55 256 294 17,500 8,339 
48 1-2 18 20 58 3 323 9,100 8,338 
49 0-5 53 80 71 927 1,390 2,800 8,338 
42 1-2 19 22 54 254 294 142,300 112,566 
55 0-9 29 35 67 518 631 , 12,085 
6-0 1-4 17 20 62 315 354 16,100 12,084 
61 1:2 23 26 €5 388 443 9, 1 
63 11 29 33 67 471 550 12,500 12,084 
61 0-7 50 71 684 855 10,700 12,085 
61 0:8 37 45 70 630 773 14, 12,084 
64 11 29 33 68 489 570 18,100 13,092 
63 0-6 45 59 73 828 1,071 11,800 13,092 
64 0-7 48 61 73 813 1,039 i r 
68 0-4 65 92 80 1,494 117 12,000 13,092 
76 0-9 30 34 76 724 838 16,400 13,092 
84 0-2 24 26 72 479 525 8,800 13,091 
66 10 32 | 38 72 616 735 149,300 151,057 























“but more especially because the potential production of native 
rubber is considered to be so great that a division of the per- 
nmissible exportable amount, based on productive capacity would 
result in the individual allotment being very small, and as a result 
some natives who depend for their existence entirely upon 
family tapping would be seriously affected, while owners of distant 
gardens worked with hired labour would benefit, and such owners 
cannot in the present circumstances be regarded as real producers.” 
It should be understood that the “ present circumstances ” did 
not mean that the supply price of these producers was too high, 
but that the quota was too small to go round. 

No. 223.—vou, Lv1. ; FF 
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The working of the special export tax is shown in Table VII, 
The assumptions and data underlying the calculations are sum- 
marised in Note A at the end of this article. While the table, 
read together with the note, explains itself, the following points 
may be emphasised. Had the expenses (columns 4 and 5) been 
taken as the equivalent of 4} guilder cents per half kilo (the figure 
more generally accepted, see Note A) instead of 4 guilder cents, 
the average rate of tax would on several occasions have exceeded 
6,000%; on our calculations the maximum reached was about 
2,100%. The 5% ad valorem revenue export tax, which was levied 
on the f.o.b. value after payment of the special tax, frequently 
exceeded 40% of the value ex the special tax. 

It will be noted that in 1936 native rubber exports: totalled 
150,000 tons, with an f.o.b. price of about ld. per lb. Around 
1930 several observers put forward estimates of the supply price 
of N.E.I. native rubber during the mid-1930’s.1_ These were 
generally in terms of 10d.—1s. per lb. as the minimum necessary 
to draw out 120,000—150,000 tons of native rubber. Moreover, 
the estimates were in terms of undepreciated sterling, while, 
with the exception of the last quarter of 1936, throughout the 
period covered by Table VII sterling was heavily depreciated 
in terms of the N.E.I. guilder, and a given sterling price in 1934 
36 yielded a much lower guilder return to the N.E.I. natives 
than in 1929-31. By 1933-34 it had already become clear 
that these estimates of the prospective supply price were entirely 
mistaken, as, for instance, in the spring of 1934 N.E.I. native ex- 
ports were running at the yearly rate of 300,000 tons, with a 
London price of 5}d.—6d. per lb.? in depreciated sterling. The 
substantial exports of 1934-36 revealed that the supply price 
of N.E.I. native rubber was a small fraction of the usual estimates. 

Throughout the period of the operation of the special tax 
the I.R.R.C. repeatedly stated that the market price was appreci- 
ably below the level which would have yielded a “ reasonable 


1 Some of these are listed by Mr. J. W. F. Rowe in London and Cambridge 
Economic Service, Special Memorandum No. 34 (1931), p. 71. 

2 The exports of smallholders’ rubber from all the producing territories were 
at the annual rate of close on three-quarters of a million tons in the spring of 
1934. Huge native areas were, moreover, still immature at that time, reaching 
maturity in the late 1930’s only. The 1934 exports were the product of family 
tapping only, and were all harvested from unselected seedling trees. Thus, very 
large quantities of native rubber would be unaffected by a rise in money wages 
in the Far East, while the long-period supply price may be reduced if high- 
yielding planting material were distributed to smallholders. These are important 
considerations in gauging the competitive strength of natural and synthetic 


rubber. 
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return to efficient producers’; this was moreover quite recently 
restated in the History of Rubber Regulation. The inadequacy 
of the market price of those years was also a regular theme of 
the presidential addresses to the Rubber-Growers’ Association. 
Yet close on three-quarters of these prices had to be taxed away 
to keep N.E.I. native exports within permissible limits. Accord- 
ing to the official I.R.R.C. view, a London price of 8d. was the bare 
minimum to furnish a “ reasonable return to efficient growers ”’ ; 
the figures in Table VII are a fair comment on these hackneyed 
concepts. 

When the special export tax was introduced, the N.E.I. 
authorities gave specific and unequivocal guarantees that the 
receipts would be used solely for the benefit of the native rubber- 
growing districts, over and above the expenditure allotted to these 
areas out of the general revenue.! The proceeds of the special 
tax were, however, so large that the authorities were unable to 
resist the temptation, and a substantial proportion of the proceeds 
was diverted to the general revenue. The Government defended 
this policy on the grounds that the natives produced at such low 
cost that even the 1934-36 returns were profitable, while other 
sections of the N.E.I. economy, notably the rubber estates, 
were doing very badly.” 


II 


6. The planting provisions of the regulation scheme also 
operated to the disadvantage of the smallholders. Briefly, 
these prohibited new planting almost completely (with the excep- 
tion noted in the following paragraph), while permitting at first 
a very large measure of replanting, and eventually unlimited 
replanting. To appreciate the effect of these provisions it is 
necessary to consider some semi-technical aspects of planting 
practice. 


By replanting is meant the uprooting of an existing stand of 
rubber trees and their replacement by better-yielding material, 


1 The official nineteenth N.E.I. Report on Native Rubber Cultivation which 
we have already quoted, stated in 1934: ‘‘ The principle that the proceeds shall 
be spent for the benefit of the inhabitants of the rubber-producing areas is 
inseparably bound up with this particular system of restriction. Thi¥ tax is 
not @ fiscal device, but a means to secure restriction. A proportion of the pro- 
ceeds is withheld from the exporter, and this is defensible only if the amounts 
80 withheld are spent at once for the benefit of the districts from which the 
money was derived.’’ 

* An official spokesman, addressing the Batavia Volksraad in 1936, argued 
that the natives had no costs, and that the price, even after the heavy export 
tax, was remunerative to them, while the world price (several times the return 
left to the natives) hardly enabled the estates to survive. 
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while new planting is in effect the extension of the planted area. 
During 1934-38 (the currency of the first regulation period) 
new planting was completely prohibited, while a maximum of 
20% of the planted area could be replanted over this period, 
In the aggregate this implied virtually unlimited replanting, since 
it authorised the replanting of about 1-6 million acres (one-fifth 
of the total 1934 planted area of about eight million acres) within 
four and a half years. Each individual owner was, however, 
also limited to replanting a maximum of 20% of his acreage 
under rubber during the whole period, and was only allowed to 
replant 10% in any given year. In 1939-40 new planting equiv- 
alent to 5% of the existing acreage was allowed; for the remaining 
years of the effective regulation new planting was totally for- 
bidden; replanting, on the other hand, was unlimited from 1939 
onwards. 

These arrangements jeopardised the future of the native 
rubber industry. Replanting involves a total loss of income for 
six years from the area felled, since it takes about six years for 
the trees to become tappable.! Thus this operation could only 
be contemplated by producers with ample working capital—i.e., 
in practice the larger estates, whose managers and owners more- 
over realised that by cutting out a part of their substantial 
acreage, they could harvest from the remaining area the crop they 
would be allowed to export under the scheme. This already 
ensured that the smallholders would not undertake any replanting. 
During the first regulation period they could not possibly have 
replanted, as each owner was limited to replanting a maximum 
of 10% of his plantation in any one year, and to 20% over the 
whole period. It is impossible to replant successfully part of a 
holding totalling two or three acres or less, since the area to be 
replanted would be closely surrounded by mature trees which 
would intercept the sunlight, and whose roots would compete for 
food with the undeveloped rootlets of the newly planted trees. 
Moreover, smallholders practice a rough-and-ready rotational 
system of tapping and resting trees, not entire areas, and they are 
thus unable to fell part of their areas and harvest the crop from 
the balance, even if this were technically feasible, which it is not. 
Lastly, when applying for permission to replant, a host of technical 
information had to be submitted to the authorities in writing, 
and this again handicapped the smallholder, who never understood 


1 The Rubber Research Institute of Malaya estimated in 1938 that estates 
required about twelve years to recoup the cash expenses and the loss of income 
from replanting. 
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the procedure. The combined result of these various factors 
was to confine replanting to estates. 

The replanting of the estate acreage with high-yielding 
material, together with the prohibition of new planting, would 
in the long run have eliminated the smallholders. The physical 
decay of smallholdings would have been slow, since under native 
conditions the rubber tree is not so much of a wasting asset as 
has often been assumed. Nevertheless, in due course there would 
have been some decline, particularly in areas with a long history 
of previous cultivation with such food crops as pineapples or 
tapioca, which make substantial demands on the soil, and unless 
the smallholders had been allowed some new planting, their share 
in the total output would have gradually decreased. Much more 
important in practice was the danger that the smallholders might 
have been eliminated as effective economic competitors, since 
without new planting they could not have taken advantage of 
high-yielding modern planting material. In this context it should 
be noted that not only is there unlimited land available in the more 
important rubber-growing areas, but that the rubber tree takes 
next to nothing out of the soil, and under native conditions 
actually nothing which would not be put back by the dense 
cover and the heavy leaf-fall; there is thus no question of soil 
mining such as has occurred in many countries with apparently 
unlimited resources of land. An abandoned rubber smallholding 
reverts to secondary jungle with hevea seedlings predominating, 
and in a few years’ time it is as suitable for native rice or rubber- 
growing as before. In certain areas in the East, especially in the 
N.E.I., a secondary jungle of rubber seedlings is actually beneficial, 
as it helps to keep out lalang (imperata arundinacea, a dangerous 
speargrass), which, when once established over large areas, 
is difficult to clear up, and also because rubber forests are less 
liable to burn than most other jungle plants. The need for re- 
planting on estates arose in the past through loss of soil from 
erosion, loss of stand through root disease and, above all, from 
rapid development of high-yielding material which rendered 
obsolete the original stand. There was no case for prohibiting 
the smallholder to extend his acreage while allowing the estates 
to increase their capacity. 

Under the renewed regulation scheme (1939-43) a total of 


* During the first regulation period (1934-38) there was comparatively little 
replanting by estates, and the danger to the native industry was potential rather 
than actual. There was, however, a gradual increase in the acreage replanted 
annually and this was much accelerated from 1939 onwards. 
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5% new planting (5% of the 1938 acreage) was allowed in 1939- 
40, after which date the International Rubber Regulation Com- 
mittee was to decide the permissible rate of new planting, and also 
to declare whether unlimited replanting was to continue for the 
remaining years of regulation. These matters were decided 
at two meetings in February and May 1940. At the first, un- 
limited replanting was permitted until the end of the current 
scheme. For the second meeting, in view of the important 
decision which was to be taken, a special statistical annex to the 
agenda was prepared and circulated by the Secretariat. This 
annex contained some interesting forward estimates of future 
absorption and potential capacity. 

Two sets of capacity estimates were drawn up, one on the 
assumption that the estates would replant 70,000 acres annually, 
while the natives (smallholders) would not replant at all, the other 
on the assumption that estates would replant 70,000 acres and 
natives 40,000 acres a year. The former was rightly stated to be 
more plausible. No new planting was assumed after 1940. No 
attempt was made to estimate the price required to call forth the 
full capacity output. The following results emerged. 


TABLE VIII 


Summary of Estimates by the I.R.R.C. Secretariat of Future 
Physical Productivity of Plantation Rubber. 








(Tons.) 
Estates. Smallholdings. 
Year. Per cent. Per cent. Total . 
Tons. of total Tons. of total capacity. 
capacity. capacity. 











Assumption A : annual replanting of 70,000 acres by estates, no replanting 
by smallholders. 





1939 : 812,000 53-1 716,000 | 46-9 1,528,000 
1950. : 992,000 61-1 631,000 | 38-9 1,623,000 
1960. . | 1,037,000 74-2 360,000 25-8 1,397,000 





Assumption B : annual replanting of 70,000 acres by estates and of 40,000 
acres by smallholders. 








1939 F 812,000 53-1 | 716,000 46-9 1,528,000 
1950 ; 992,000 61-7 617,000 | 38-3 1,609,000 
1960 . | 1,037,000 71-6 | 412,000 | 28-4 1,449,000 








The divergent trends of the capacity of estates and of small- 
holdings reflected replanting by estates with high-yielding 
modern material, whilst the capacity of smallholdings declined 
with their advancing age; on Assumption A, one-third of the 
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smallholdings area would be over thirty years old by 1950, 
and over six-sevenths by 1960, and thirty years was believed to be 
the limit of the economic life of the holdings.1. On Assumption 
B, the rate of decline was not so steep, but some reduction was 
still postulated, as the smallholders were assumed to use unselected 
seedling material for replanting, and this was not expected to 
offset the decline in yield from the older areas. 

These figures revealed very clearly that the outcome of a 
policy which prohibited new planting, while permitting a large 
measure of replanting, would be a large reduction in the small- 
holders’ share of total rubber production. The rate of decline 
of the physical productivity of smallholders’ rubber assumed 
for the calculation was almost certainly too steep, and the esti- 
mates of future physical capacity were unduly pessimistic; this 
was stated in the memorandum, as well as in the course of its 
discussion by the I.R.R.C. But while it might have been con- 
jectural just how rapidly, and to what extent, the estates would 
have gained supremacy as a result of the planting provisions, the 
general trend was both unmistakable and unavoidable. Because 
of the replanting of estates with high-yielding material, the 
smallholders would be ousted as economic competitors, even 
though their physical capacity still remained in existence (or 
even if it remained intact, which was, however, impossible), 
and this, however efficient they might have been at the outset. 

With these obvious considerations clearly before them, the 
Committee, who had decided on unlimited replanting in February, 
now resolved on a total prohibition of new planting throughout 
1941, the position to be revised again at the end of that year. 
Disregarding the chronological order, it may be stated that it 
was then decided to prohibit new planting completely for the 
remaining period of regulation. 

7. While the threat to the position of the smallholders (the 
lowest-cost producers) was the most striking feature of the 
planting provisions of rubber regulation, two further points need 
to be recorded. First, as the authorities insisted that replant- 
ing should take place on the exact area of the previous stand, 
improved planting material (chiefly high-yielding budgrafts) 
was frequently wasted, as it had to be planted on exhausted or 
unsuitable soil, or on badly sited plantations. 

Secondly, replanting expenditure was admitted as a charge 
against income tax by the revenue authorities, while the assess- 


? Holdings, rather than trees, since a prime cause of the decline in yields 
with age is the loss of stand through disease and windfalls. 
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ment for restriction purposes of areas cut out for replanting was 
maintained. Thus, when in 1940 the British excess profits 
tax was raised to 100%, companies earning in excess of their 
standard profits had everything to gain and nothing to lose by 
replanting on a larger scale. In 1940 there was a great increase 
in replanting activity, which continued at a rising rate until 
January 1942, absorbing ever-increasing amounts of scarce 
resources, and aggravating the deficiency of exports which de- 
veloped early in 1941. No action was taken by the authorities; 
in fact, replanting was encouraged by the maintenance of the 
assessments of the old area. Only the Japanese conquest put 
an end to the replanting campaign, and to the waste of resources 
involved.* 


III 


8. Throughout the regulation period there was fairly free, 
though not altogether unrestricted, transfer of export rights 
in the principal producing territories. Table IX summarises 
the price of these rights during the second month of each restric- 
tion quarter; this month has been chosen to eliminate the often 
violent fluctuations in the price of these export rights at the very 
beginning and end of the quarter. The qualifications and sources 
of the data are set out in Note B at the end of this article. It 
should be noted that the Malayan prices of estate export rights 
and smallholders’ export coupons are up-country quotations, 
and 13-2 cents per lb. should be added to these for export duty 
and transport costs to render them comparable to the Singapore 
price, which was the world price after payment of duty. 


1 Mr. P. Lamartine Yates’ Commodity Control (1943), which purports to 
give an impartial review of rubber regulation, does not mention the impli- 
cation of the planting provisions of the scheme, and does not refer to the 
internal division of the quotas, or to the under-assessment of the smallholders. 
On the other hand, the book states: ‘‘ The native, like peasants everywhere, 
tends to produce more rather than less when the price begins to fall. . . . In 
general the reaction to a price fall is quite insignificant; indeed, there is no 
experience to show how low the price would have to fall before native output 
was seriously curtailed ’’ (p. 115). These are remarkable propositions. The 
forward-rising supply curve of smallholders’ rubber emerged quite clearly during 
the slump years. For instance, N.E.I. native rubber exports fell from 107,000 
tons in 1929 to 61,000 tons in 1932, exports from Sarawak (practically all small- 
holders’ rubber) from 11,000 tons in 1929 to 7,000 tons in 1932. Moreover, in 
these territories, as elsewhere in the East, there was a steep rise in the area 
reaching maturity after 1929 (reflecting the Stevenson boom in the mid-1920’s), 
so that in terms of capacity working the supply was much more elastic than 
would appear from export or production figures. Smallholders’ output was sub- 
stantially curtailed in every important producing territory during the depression. 
These facts can be ascertained from the most easily accessible sources. 
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These figures are of particular interest for the first half of 
1937, the second half of 1940, and for 1941, as the I.R.R.C, 
maintained that the releases ruling during these periods repre- 
sented unrestricted production, and that supplies could not have 
been increased by higher releases. They were particularly em- 
phatic that the 100% release of the first three quarters of 1941 
represented full production. The History of Rubber Regulation 
also claims that output at these three periods was unrestricted. 
A glance at the price of export rights in 1937, 1940 and 1941 
makes it-clear that there was substantial restriction, with export 
rights worth over one-half of the market price of rubber. 


IV 


9. The operation of rubber restriction in Malaya in 1941 
offers one of the rare opportunities of measuring quantitatively 
the effect on output of 100% excess profits tax. During the 
restriction years the Rubber-Growers’ Association furnished 
returns to the I.R.R.C. of the costs and outputs of its constituent 
members. In 1941 the R.G.A. returns for Malaya covered over 
90% of the output of the properties owned by sterling companies— 
t.e., by enterprises liable to the British excess profits tax. By 
deducting the standard assessments and the production of the 
R.G.A. estates from the total Malayan estate quota and from the 
aggregate Malayan estate production, interesting results are 
obtained which are summarised in the following table. There 
are no data beyond August. 


TABLE X 


Rate of Production (as per cent. aggregate standard production) of 
Malayan Estate Producers, January—August 1941. 























R.G.A. Other All Internal rate 

estates. estates. estates. of release. 
January . : : 91-5 95-0 93-1 97-5 
February . : . 82-3 93-1 87-4 97-5 
March : 3 E 78-0 87-0 2-2 97-5 
April ‘ . c 74-7 86-6 80-3 . 97:5 
May or : F 76-6 95-6 85-5 97-5 
June ‘ ‘ x 87-4 95-8 91-1 97-5 
July . ‘ 5 89-4 97-8 93-9 97°5 
August . i 5 87-9 98-5 92-9 97:5 
Total, Jan.Aug. . 83-6 93-7 88-3 97-5 








The divergent production trends cannot be attributed to 
shortages of labour or of materials, since the locally-owned estates 
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and those owned by sterling companies were equally affected. 
It is possible to ascertain roughly the relative responsibility of 
over-assessment and of 100% excess profits tax for the lower rate 
of production of the sterling companies. During the first half 
of 1940 (when production is seasonally low owing to wintering) 
the average internal rate of release in Malaya was 782% (the in- 
ternational rate being 80%, with an internal cut of 2}% in the 
second quarter). Over these six months, when output was not yet 
affected by 100° excess profits tax, the R.G.A. estates produced 
at the rate of 723% of their aggregate standard production, 
and all other estates at 774%, which showed that the R.G.A. 
estates already found it more difficult to produce the permissible 
amounts than did the other estates. During the first eight 
months of 1941, when excess profits tax at 100° was in force, 
the gap between the performance of the R.G.A. estates and that 
of the locally-owned estates was about 10% of standard production, 
as against 5% in the first half of 1940, and from this it may be 
inferred that the two factors (over-assessment and 100% excess 
profits tax) were about equally responsible in 1941 for the poorer 
performance of sterling company-owned estates, compared to 
other Malayan estates. In addition, the output of all estate 
producers was adversely affected by the shortages resulting 
from the wasteful use of labour and of materials by the sterling 
companies, encouraged by the 100% excess profits tax. 

10. Although, as we have seen, output was far from unre- 
stricted in 1941, there developed a substantial shortfall of exports 
below the permissible levels, which, incidentally, furnished a 
specious basis for the argument that output was unrestricted. 
The following table, derived largely from the Statistical Bulletin 
of the I.R.R.C., summarises the export deficit up to the outbreak 
of the Japanese war. 

The performance of the N.E.I. natives throws some light 
on the fairness of the quotas. The natives were all the time 
straining at the leash, and would have produced much larger 
quantities, but under the restriction scheme were unable to 
do so. 

11. The substantial export deficits of 1941 caused much 
anxiety in official circles, and in the spring and summer a series 
of meetings was held in London to consider how supplies could 
be increased. It was eventually decided to appeal to producers 
and to their Governments to produce more rubber. As, however, 
these Governments were engaged in operating the restriction 
machinery, and in enforcing international and internal cuts, 
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TABLE XI 
Permissible and Actual Exports of Rubber, Janwary—November 1941, 


























Exports (thousand tons). | Deficit. 
P Quantity | As per cent. 
a. Actual. (thousand | of permis. 

missible. tons). sible exports. 
Malaya. = : 611 561 50 Ss 
N.E.I. estates . » 312 275 37 12 

N.E.I. natives . ‘ 301 304 3 +1 (excess) 
Ceylon. : F 99 82 17 17 
Sarawak . : : 44 35 9 20 
British North Borneo. 20 18 2 10 
India* . 4 2 16 2 16 89 
Burma. s ‘ 14 9 5 36 
Siam ; : ; 54 43 ll 20 
Total J j 1,473 1,329 144 ¢ 10 














* India was a special case, as her rubber manufacturing industry was 
developing so rapidly during 1940-41 that she became a net importer of rubber 
after mid-1941. 

t+ The shipping shortage cannot be held responsible for the export deficit. 
Rubber was a high-priority cargo, and there was no excessive accumulation of 
port stocks. Moreover, Singapore and Penang were outside the export regula- 
tion area, and «\ibber despatched from the Malayan mainland to these shipping 
ports counted as export under the regulation scheme. 


this appeal was not successful. The restriction machinery was 
kept in operation to the very end, and indeed beyond, since 
in Ceylon it was not abandoned until June 1942, after energetic 
representations by the Commander-in-Chief, who pointed out 
that the employees on the staff of the Rubber Controller could 
be more usefully employed elsewhere. This proposal was un- 
successfully opposed in London. In other territories the machinery 
operated literally until the arrival of the Japanese. In January 
1942 the restriction authorities in British North Borneo were just 
in time with their formal report to the I.R.R.C. that on December 
31, 1941, there was no abnormal accumulation of stocks (contrary 
to the provisions of the regulation scheme) on smallholdings in 
that territory. That document was posted some two, or possibly 
three, days before the conquest of North Borneo by the Japanese. 
Till the end, restriction was not abandoned, the quotas were 
not redistributed in favour of under-assessed producers, the 
employment of labour on replanting was not prohibited, the 
assessment of producers falling behind with their exports were 
not reduced, the cost of replanting was not disallowed for taxation 
purposes, while the assessments on areas cut out for replanting 
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were fully maintained as a bonus for replanting. Very belatedly, 
towards the end of August 1941, the rate of release was raised to 
120%, and this was followed by a sharp fall in the price of export 
rights; the issue of coupons and rights was, however, still 
rigorously maintained. 


V 


12. Some tentative conclusions are suggested by this brief 
review. It is, for instance, clear that when full weight is given 
to the importance of smallholdings, ideas of the supply price of 
natural rubber need drastic downward revision; a point of 
significance in assessing the measure of assistance which would 
be necessary to maintain in profitable operation the American 
synthetic rubber industry in competition with the plantation 
product. 

Wider issues are also raised. As already mentioned, the 
leaders of the Malayan and of the N.E.I. delegation to the I.R.R.C. 
were civil servants; the administration of restriction in the East 
was also in the hands of civil servants. Yet the smallhclders 
could hardly have been treated worse if the whole machinery 
had been operated by estate representatives.1 Indeed, the 
“order’’ which replaced “ chaotic competition’? was rather 
like the law of the jungle. One is forcibly reminded of a sentence 
of Alfred Marshall in his Principles : 


‘*In many cases the ‘ regulation of competition ’ is a misleading term, 
that veils the formation of a privileged class of producers, who often use their 
combined force to frustrate the attempts of an able man to rise from a lower 
class than their own.”’ 


Nor does the outcome serve to confirm the hopes of those who 
hold that government of industries by trade associations may be 
made acceptable if they are provided with impartial chairmen. 
The experience of rubber regulation also emphasises that when 
Government intervenes in economic affairs the lack of knowledge 
of economics on the part of civil servants is likely to prove a 
serious drawback. The inability to see that output cannot be 
unrestricted when exports rights are fetching high prices is 


1 An R.G.A. recommendation of 1933 suggests that the smallholders might 
have even fared better under such an administration; cf. p. 395, note 2, 
above. 

* There is no technical reason why competition should be impracticable in 
the rubber industry. The tiny smallholdings are probably the most efficent 
producers, and even on the estate side the optimum unit would on all reasonable 
assumptions produce less than 1% of this perfectly standardised commodity. 
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but one instance among many failures to grasp very simple 
points.’ 
P. T. Baver 
London. 


NOTE A 


Although some of the figures in Table VII contain an element of 
estimate, they well illustrate the working of the special export tax. The 
figures in columns 10 and 11 for the last seven months of 1934 and for 
the years 1935 and 1936 are not the simple averages of the monthly 
percentage figures, but the averages of the monthly percentages 
weighted by the corresponding various prices. Conversion of various 
items from guilder cents to pence, with inevitable rounding off, also 
involved a few small inaccuracies in calculating the percentages. 

Throughout most of the period reviewed, the bulk of N.E.I. native 
rubber was marketed as medium blankets; hence the choice of that 
grade for the prices in column 1. 

There is a wide measure of agreement among competent authorities 
on the average cost of transport, processing and middlemen’s charges 
from the most important native districts to the Singapore market. 
Dr. Whitford and the N.E.I. authorities estimated the figure at about 
4 to 5 guilder cents per } kilo of dry rubber in the mid-1930’s. The 
largest remiller in Singapore has recently, in private conversation, 
given an independent estimate of 44 guilder cents. A figure of 4 cents 
has been adopted in the tables, to ensure that any error should be on the 
side of conservatism and should understate rather than overstate the 
burden of the tax. About } cent has been taken to represent the cost 
of transport and middlemen’s charges from the interior to the N.E.I. 
port of shipment, and the balance as the cost of shipping to Singapore, 
and of processing and marketing there. These figures exclude the 
ordinary ad valorem export duty which has been calculated, as it was 
levied, on the basis of 5°, of the export value of native rubber during 
the second preceding month. 

The average rate of duty in the table refers to the effective rate 
in force and not to the rates announced during the month; hence the 
zero rate for June 1934. 

The violent fluctuations in the net return to native producers 
(column 6) indicate the disproportionate effect in the interior of changes 
in the market price or in the rate of duty. There is room here for an 
appreciable margin of error in any given month, but the yearly, or 
even quarterly, averages are unlikely to be seriously affected. 


1 A remarkable fallacy, which has found its way into many official publica- 
tions on the rubber industry, blames the transferability and the high prices of 
export rights for rural unemployment and for the substantial areas left untapped. 
These were said to be the result of sales of export rights. Yet it is clear that 
when one person sells rights (and therefore taps fewer trees), someone else must 
buy them. The rural unemployment and the areas out of tapping reflected, of 
course, the degree of restriction under the regulation scheme. 
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The export figures are accurate; the wide month-to-month fluctua- 
tions reflect the reaction of shippers to the announcement of changes 
in the rate of the special tax, and to a lesser extent their views on the 
probable course of the market. There was a time-lag between the 
announcement of changes in the rate of the special tax and the date the 
new rate applied to dry rubber, and this led exporters to accelerate 
or withold shipments in the interim period. These erratic fluctuations 
cancelled out over a period, and did not affect total shipments over, 
say, Six months. 


NOTE B 


In official Malayan and N.E.I. terminology, export rights referred 
to estate export rights, as distinct from smallholders’ coupons; in 
Ceylon there was no distinction. The official usage has been followed 
in the table. In the N.E.I., with negligible exceptions, estate rubber 
could not be shipped on native rights or vice versa. In Malaya 
there was no complete ban, but, for various reasons, rights and coupons 
were not always fully interchangeable, hence the different sets of prices. 

The market in export rights was sometimes narrow, and there were 
occasional erratic variations (e.g., Ceylon, autumn 1934), but the quota- 
tions shown well reflect the general trend. It will be recalled that the 
Malayan prices of rights and coupons were up-country quotations. 
Some 13-2 cents per lb. must be added to these for export duty and 
transport costs to make these quotations comparable to the Singapore 
price of rubber. 

There are no regular quotations of the price of estate export rights 
before January 1937. Some sporadic figures are available from 
miscellaneous sources, and these suggest that in 1934 in Malaya the 
price of these rights was low, as many estates found it difficult to produce 
their full exportable amount in that year. In 1935 and 1936 the price 
of estate export rights was fairly high, both in Malaya and the N.E.I.; 
12-16 Straits cents per lb. and 14-16 guilder cents per } kilo indicate 
the approximate order of magnitude. Transactions in these rights 
were, however, on a small scale until the period of high releases in 
1937. The purchase in 1935 by the N.E.I. Government of 20,000 
tons of rights for cancellation to reduce over-exports was an important 
exception. Some 29 cents per kilo was paid for these rights. 

Medium blankets were, of course, quoted in Straits cents per ]b., 
and the price has been converted at the average monthly rate of ex- 
change between the Straits dollar and the N.E.I. guilder. 

The Malayan quotations of estate export rights from 1937 to 1940 
are from the Annual Reports of the Controller of Rubber, Malaya. 
No report was issued for 1941, and the figures represent the transactions 
of a few large companies to whose records the writer has had access. 
The prices of estate export rights in the N.E.I. have been taken from 
the Economisch Weekblad. The Ceylon quotations are from the 
Administration Reports of the Rubber Controller, Ceylon. 
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The coupon prices are somewhat approximate. For Malaya, the 
Malayan Agricultural Journal frequently published these, but occasion. 
ally this information had to be supplemented by reference to various 
other sources. Moreover, while export rights were transferable 
between Administrations, coupons could be transferred only within 
each Administration (Straits Settlements, Federated Malay States 
and each Unfederated Malay State), and there was thus one price for 
rights, but several prices for coupons, and there were often considerable 
local variations. The prices given here refer principally to Perak and 
Johore, and occasionally to Selangor; these States contain the great 
bulk of the smallholdings area in Malaya. 

The N.E.I. native coupon prices are the quotations in Palembang, 
and have been taken from the official Reports on Native Rubber Culti- 
vation up to May 1940, and thereafter from the Market Reports of the 
Rubber Trade Association of the N.E.I. 

It will be noted that at times of high releases (especially 1941) 
coupons were usually worth more than estate rights, while the reverse 
ratio held at times of low releases. The former relation reflects the 
under-assessment of the smallholders; the latter is explained by the 
comparative ease with which the smallholders could, at times of lower 
releases, turn to other products such as rice and coconuts. 














ble 


iin INCENTIVE FOR SOVIET INITIATIVE 
“ In a previous note ! the activity of Soviet inventors from 1931 
ble to 1940 was reviewed in relation to the Act of 1931. A new in- 
nd vention Act ? was ratified by the Council of Commissars on March 
2at 5, 1941. Although repealing the earlier Act, and although re- 
duced in length from 10,000 to 5,000 words, the new legislation 
ng, confirms the success of the principles and procedure introduced 
Mi during the First Five-Year Plan. A complementary Awards 
Decree,® increasing the minimum and maximum payments and 
£1) scheduling the system of computation in much greater detail, 
= was passed by the Council of Commissars on November 27, 1942, 
the but there is no evidence to account for the twenty-month time 
the lapse between the two. 
yer A Pravda editorial, which appeared six weeks after the rati- 


fication of the new Act, is almost entirely devoted to paragraph 
19, designed to circumvent bureaucrats and procrastinators 
“who try to brush off inventors like pestering flies.” > In order 
to eliminate the “ get-rid-of-technique’”’ adopted by certain 
office-workers in Commissariats towards these “funny people,” 
paragraph 19 lays it down that plants and other concerns must 
accept or refuse inventions and technical suggestions within ten 
days, that trusts—combinations of several plants and concerns 
in the same field of industry—must make their decisions within 
twenty days, and Commissariats within two months. Acceptance 
of a suggestion may only mean acceptance for further develop- 
ment prior to exploitation; rejection may mean outright rejection 
or merely rejection ‘“‘ for further trial and experiment.” Para- 
graph 13—the last paragraph of Section I (General Rules) in the 


1 Economic JOURNAL, June-September 1945, Nos. 218-19, pp. 291-7. 

* Sobranie Postanovleniit i Rasporiazhenit Pravitelstva Soyuza Sovetskikh 
Sotsialisticheskikh Respublik (Collection of Government Acts and Decrees of the 
US.S.R.), March 25, 1941, No. 9, Art. 150—Polozheniye ob Izobretieniyakh i 
Tieknitcheskikh Ousovershenstvovaniyakh (Act Governing Inventions and Technical 
Improvements). 

® Instrouktsiya o Vosnagrazhdienii za Izobretieniya Tiekhnitcheskiya Ouso- 
vershenstvovaniya e Rationalizatorskiya Predlozheniya (Decree on Awards for 
Inventions, Technical Improvements and Manufacturing Suggestions), November 
27, 1942. 

* Pravda, April 15, 1941, No. 104 (8512). 

* “Tt amazes me that officialdom is so blind, obtuse and smugly self-satis- 
fied when approached or confronted with any constructive or revolutionary 
idea.” Letter from H. W. Joy in Truth, August 25, 1944. 
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1941 Act—declares that “those guilty of bureaucracy and pro- 
crastination during the examination, work-out and incorporation 
into production of inventions and technical improvements and 
those guilty of withholding or delaying the payment of awards to 
authors are liable to dismissal from their employment and to legal 
proceedings.” 

Examination for utility by a Commissariat or by one of its 
subsidiary units does not embrace the question of novelty, 
Decisions on novelty are made by the Invention Bureau of the 
State Planning Commission 1 at the request of the Commissariat 
concerned, and must be completed within two moyths (paragraph 
33). Within another two months of this novelty decision being 
returned to the Commissariat, the Commissariat must decide 
whether an Authorship Certificate or Patent will be granted or not 
(paragraph 32). Ifa grant is to be made, a copy of the approved 
specification is immediately communicated to the applicant. The 
applicant is then permitted one month to file objections. These 
objections must be irrevocably decided within one month by the 
Commissariat (paragraph 35). It will be seen that the cycle in this 
procedure cannot exceed eight months, which compares with an 
average period of twelve to eighteen months for the grant of a 
Patent by the British or American Patent Offices. It should be 
noted that the new Act confirms the absolute powers of decision 
upon questions of utility and novelty by the Commissariats, 
which were not originally conferred upon them under the Act of 
1931, but which they obtained in an emergency decree dated 
July 19, 1936, an event which appears to have coincided with the 
dissolution of the Council for Labour and Defence when the new 
Constitution was introduced.? 

In much the same respect, complaints of restriction and pro- 
crastination oppressing lone inventors—directed equally against 
the Government and private enterprise—continually appear in the 
presses of the Western countries.* To what degree this inevitable 


1 Commonly known as GOSPLAN—also responsible for central registration, 
publication of the Official Journal, documentation of Invention and Patent 
literature both national and foreign, and maintenance of the All-Union Patent 
Technical Library (paragraph 50, 1941 Act). 

2 See Economic JOURNAL, op. cit., p. 293, footnote 1. 

% Typical extracts from British press : Southern Daily Echo, January 18, 1945: 
‘* There must be thousands of useful ideas floating about in the minds of intelligent 
people, who are precluded from developing them into practical propositions by 
reason of the prohibitive cost and financial risk involved in taking out a patent. 
. . . Brains should serve the community as a whole and should not be subservient 
to Big Business.’ Dorset Daily Echo, November 24, 1944: ‘‘ My grievance— 
and it may well be the experience of other inventors—is that it was pigeon-holed 
for over 30 years when it may well have been the means of saving thousands of 
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problem may be judged as really serious in the Soviet Union, or 
merely fractional in proportion to the general rate of progress, 
only Commissars can tell. The problem is an obvious target for 
penetrating propaganda—it mollifies both the practical and im- 
practical inventor—and to the Soviet administrative mind it 
appears additionally to be a logical issue for legal proceedings. 
As far back as May 22, 1933, the Supreme Court of the U.S.S.R. 
(Directive No. 43) drew the special attention of Public Prose- 
cutors to ‘“‘ procrastination crimes in connection with the utility 
of inventions, to delays in the first examination of suggestions 
submitted, to hold-ups in development work and the appoint- 
ment of experts for trials, etc.”’” In October 1939 the Editor of the 
Official Soviet Invention Journal strongly urged a correspondent 
in Kazan to submit a complaint of this nature “to the nearest 
Public Prosecutor.” + 

The new Act makes clear the underlying classification of Soviet 
initiative. The first level comprises those engaged in fundamental 
research in natural science, social science and the arts. The 
activities of this very refined division are not, of course, covered 
by the Act, since their membership is too privileged and too re- 
stricted to escape continuous assistance and encouragement. 
On the second level membership is too large to be personal— 
say 50,000 to 100,000 in all. It is educated technically, it can be 
trusted with rights, acquired as a recognition for achievement, 
provided these rights are enjoyed as facilities. On the lowest 
level, the principle is pursued that a great mass of initiative, 
interest and empirical intelligence exists in small driblets, which 
can be channelled to form an ocean of real savings provided there 
are sufficient small receptacles to receive them. Decision for 
this third level must seek its wisdom on the spot from those hold- 
ing authority and responsibility on the spot. A strong distinction 
is made between the two mantles, between the plant manager 





lives in the last war.’’ Nottingham Evening News, March 8, 1945: ‘‘ How far 
are our statesmen directing policy from the social consequences of information 
gleaned from the Patent Office? ’’ 

1 Bulletin Gosudarst ovo Buro Posleduuche Registrazii Izobretenti pri 
Gosplana C.C.C.P., October 1939, No. 10, p. 68. Also compare Sovetskaya 
Justicia, June 1935, No. 18, p. 1, Lc. 5: ‘‘ From 9 in the morning to 5 in the after- 
noon @ single court staff reviewed and decided 25 cases, which allowed an average 
of 19-2 minutes per case. If you take into consideration the fact that in some of 
these cases there were as many as 10 defendants, you can judge the quality of 
the work of this section of the Supreme Court. It is true, the cases were appeals, 
but even appeal cases should be carefully considered before a decision is rendered.” 
Statement by Vishinsky, at that time Government Prosecutor of U.S.S.R., quoted 


by K. M. Thorpe, Journal of the Patent Office Society, October 1935, Vol. XVII, 
No. 10, p. 833. 
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and the trade union representative. There will be many bad 
small decisions, what can you expect ?, but the buckets will fill 
in time, provided the principle is protected from triviality and 
monotony. ‘‘ The Government will support any one inspired 
with creative thought.”’ 1 

Really conclusive evidence about the potentialities of this 
third division was presented by Malyshev, the Commissar of 
Medium-Machine Building, concerning the work of his industrial 
subsidiaries for the year 1940. There were 46,145 suggestions 
adopted within his Commissariat during that year, of which 37,743 
were actually exploited—he criticises his executives for holding up 
the other 18% (8,402). Unfortunately he does not quote the total 
economy or savings accruing from the total of suggestions actually 
exploited, but he does single out the combined results of three 
large factories under his control. ‘‘ From the exploitation of 
inventions and technical improvements in these factories alone 
last year [1940] the State benefited to the extent of over 44 million 
Roubles [£1,760,000]”’ in savings, which included economies 
of “ over 9,000 tons of ferrous metals, nearly 1,500 tons of non- 
ferrous metals, and 2,500 tons of fuel oil.’’ 2 

We may assume that at least 10%—that is, £176,000—of 
these savings were paid out in awards for suggestions adopted 
at these three factories, although it should be borne in mind 
that the evidence does not exclude the possibility that some of 
these suggestions may have come from concerns under the juris- 
diction of another Commissariat, and some of them may not have 
been adopted initially in 1940. In any case, the incidence of 
either possibility would not be great. If we now relate this 
figure of £176,000 to the minimum average award, which could 
have been claimed by the authors of the 37,743 suggestions 
adopted by the Commissariat for Medium-Machine Building 
during 1940, we shall have some evidence upon which to estimate 
the total payment in awards by this Commissariat for the year, 

1 Pravda, op. cit., and compare with the following from T’omorrow’s Business, 
by Beardsley Ruml, published by Farrar and Rhinehart, Inc., New York, 1945: 
‘*Since the demand for freedom is a demand for conditions that favour the 
achievement of full richness of personality and individuality, the specifications 
necessarily change from time to time and from person to person. It is for this 
reason that so little is required by many, and so much by a few. . . . Certainty of 
expectation is indispensable to the exercise of freedom. . . . Prudence dictates 
the lessening of the harmful influences even at the cost of some efficiency in the 
making of things which can be sold ’’ (pp. 7, 21 and 24). By ‘‘ harmful influences” 
Ruml means monotony, lack of choice, triviality. Ruml was the “ inventor” 
of Pay-As-You-Earn, is now Treasurer of the largest department store in the world 


and Chairman of the Federal Reserve Bank of New York. 
2 Pravda, op. cit. 
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and a yardstick for estimating the possible gross total by all the 
Commissariats for the whole of the Soviet Union. The minimum 
award for an invention was £4, for a technical improvement £2, 
and for an organisational suggestion £1 in 1940.1 An overall 
average of £2 per suggestion would produce £75,486, at £5 per 
suggestion £188,715, and at £8 it reaches £301,944. For an award 
of £8 the annual savings resulting from the proposal would have 
to be £30, either for an invention or for a technical improvement. 
Annual savings (economy) represent the difference—on the best 
year of five successive years—expressed as gross profit between 
the cost of the original product and its cost consequent upon the 
introduction of an invention or other improvement in manu- 
facturing methods. Where the savings cannot be calculated in 
such hard-and-fast terms—e.g., increased fuel efficiency in tractors, 
an instance where improved quality provides the eventual 
economy—the plant director or the chief of the administrative 
head office is authorised to estimate at his discretion the gross 
profit accruing to the nation as a whole. Development expenses 
for drawings, prototypes, etc., are not chargeable against annual 
savings for the purpose of calculating awards in either the 1931 
or 1942 Award Decrees. This seems to be a wise concession. 
Having regard to the minimum award figures, which have been 
illustrated, it is the author’s conclusion that the Commissariat 
of Medium-Machine Building paid out in awards for 1940 a gross 
total of at least £250,000, and that it was probably considerably 
more. There are ten other industrial Commissariats with tech- 
nical interests of a nature likely to stimulate an equivalent or 
greater catch of suggestions producing a high annual economy 
factor and capable of quick realisation. They are: Aviation 
Production, Cellulose and Paper Industry, Chemical Industry, 
Electrical Industry, Ferrous Metallurgy, Heavy-Machine Building, 
Light Industry, Non-Ferrous Metallurgy, Oil Industry, Textile 
Industry. In the second bracket—say total awards of £150,000 


1 In a British precision instrument plant known to the author, awards for 
technical improvements from August 1942 to July 1944 averaged 37s. 6d. per 
award. The ratio of suggestions received to total employees (average 2,500) 
was 13% and of suggestions accepted 4%. The Pullman Company of U.S.A. 
paid 66s. per suggestion in 1943, the ratio of total suggestions received to total 
employees (average 31,500, including sleeping-car porters, etc.) equalled 96%, 
and the ratio of suggestions accepted 16%. It is generally recognised that the 
drawing power of the award is proportional to the wages paid. Drucker says : 
“In the last years before the war, an unskilled man on a Russian assembly line 
was paid 125 Roubles [£5] per month.’’—Saturday Evening Post, July 21, 1945, 
p. 11. Plant managers, chief engineers, chief accountants generally received 
between £80 and £120 per month. 
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per annum—we have the Commissariats dealing with Building 
Materials, Coal, Communications, Machine Tools (not yet a large 
industry), Rubber and Shipbuilding. In the third category 
there are six food Commissariats, the Timber Industry, Electric 
Power-Stations, Railroad Transportation, Mercantile Marine, 
River Fleet and Building, for which a minimum average total of 
£50,000 in awards by each Commissariat does not appear excep- 
tional. Omitted from this list are the three Commissariats 
strictly for munitions, but for which we may allow £100,000 
each. The gross estimated minimum total of awards for the whole 
Soviet economy in 1940 is £4,550,000,1 and for the sake of pro- 
portion we may assume that it represents nett savings, of which 
the other 90% accrued to the nation as a whole, subject only to 
administration and development expenses. It must not be for- 
gotten that these annual net savings accumulate and expand ac- 
cording to the extension of their incidence, and that the awards 
are payable only once. 

In the new Awards Decree (1942) the changes in the scales of 
payment indicate the growing significance of minor suggestions 
qualifying for the minimum payments. For inventions covered by 
Authorship Certificates the minimum award has been increased 
from £4 to £8, and the limit has been raised from £20 to £40 for the 
lowest annual economy rating to yield 30% as before. In the case 
of technical improvements the corresponding minimum award has 
been raised from £2 to £6, but the percentage payment on 
the lowest economy has been decreased from 30% to 25% up 
to the first £40. The minimum award for a manufacturing 
suggestion is increased from £1 to £4, and the minimum percentage 
decreased from 15% to 124% on the first £40. The intermediate 
percentage payments remain the same with very slight changes, 
but the maximum claims are increased for inventions and tech- 
nical improvements, when the annual economy exceeds £40,000— 
inventions from £4,000 to £8,000 at 2% plus £840, for technical 
improvements from £2,000 to £4,000 at 1% plus £440, and for 
organisational suggestions the maximum remains the same at 
£1,000 based on $% of the annual economy plus £220. According 
to paragraph 2 of the new Decree, manufacturing suggestions 


1 It is even more difficult to estimate for the United Kingdom and the United 
States the annual total paid out in patent royalties both direct under licence 
agreements and hidden royalties—but excluding royalties received from abroad— 
plus ex gratia payments to industrial workers. If in the U.K. the annual royalty 
total is not less than £3,000,000 plus £750,000 for suggestion schemes, then the 
author estimates that the corresponding U.S. totals are not less than £20,000,000 
plus £5,000,000. The U.S. national tempo is much more highly trained and 
orientated towards the application of these incentives. 
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no longer cover “ rationalisation proposals for the improvement 
of system and management, for instance proposals designed 
to simplify or improve accountancy, documentation, supply, 
distribution, etc.” No doubt the eligibility of such proposals 
for awards under the first Decree of 1931 proved just as compli- 
cating and harassing as the financial patents which resulted from 
that sincere, but impractical document, the first French Patent 
Act of 1791, and which were quickly abolished by the National 
Assembly, despite the logic of offering incentives for initiative 
in this field. 

One further concession has been made to the inventor in the 
new legislation. Paragraph 70 of the Act raises the tax-free 
allowance from £240 to £400 for an award or awards paid for 
inventions and technical improvements. It looks, however, 
as if the bona fide inventor has lost his claim to two weeks addi- 
tional holiday, since the new Act does not mention it.1 From 
correspondence in the Official Journal the popularity of this 
concession was obvious—just as obvious as the management 
disputes to which its dispensation gave rise. Several attempts 
were made by bona fide inventors to include their uninventive 
pals as co-authors of their inventions, solely that they might bene- 
fit from this right to which free travel permits appear to have been 
added by some concerns. On the other hand, the new Decree 
does introduce compensation for collaborative development by the 
colleagues of an inventor (Section III, paragraphs 21-25 of the 1942 
Awards Decree). Suggestions financed under general exploitation 
or manufacturing budgets may include awards to collaborators 
at the plant director’s discretion. Collaboration awards for sug- 
gestions financed from funds specially assigned for the purpose 
must be approved by Administration Head Offices or by Com- 
missariats. Such awards may not exceed 25% of the award paid 
to the original author of the suggestion, and will be additional 
to, but not deductible from, the amount he actually received. 
No individual collaborative award may, however, “ exceed his 
two months’ salary or wages ’”—a sensible regulation which any 
British or American plant executive would appreciate. 

We have noted the general tendency to increase under the 
new Decree those awards having a flat payment—.e., the minima 
and the maxima. On January 11, 1942, Stalin, as Chairman 


1 Paragraphs 100 and 105 of 1931 Act. Of course it is possible that this ques- 
tion of extra holidays has now been covered in special holiday legislation, or since 
it has not been specifically thrown out, the idea might be to leave the matter on an 
“unofficial basis.” 
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of the Council of Commissars, a position which he used not to 
hold before the outbreak of war, and Andreev," as Secretary of the 
Central Executive Committee, signed a Decree,? published on 
March 16, 1942, which sets out in less than 250 words the divisions 
of science, invention, arts, and literature, to which contributors 
of “especially distinguished work” are now entitled to 160 
graduated annual awards totalling £554,000 (13,850,000 roubles). 
The five annual prizes of the Nobel Foundation, when they 
are awarded, amount to a total of approximately £42,500. 
Amongst the winners of these Stalin Prizes in 1943 was 
Kapitsa, who gained one of the top £8,000 physics prizes for “his 
discovery of super-fluidity in helium,” * and that despite the fact 
that he had only recently been objecting strongly to the demand 
‘to influence technology by way of personal direct translation 
of his ideas into practice.’”’® There are no rules or regulations 
in this Decree as to who will make the selection of prize-winners— 
presumably Commissars will make personal recommendations 
to their own Council or to the Central Executive Committee— 
but the last sentence reads: “ In adjudging Stalin Prizes for 1941 
[i.e., retrospectively] preference must be given to work and inven- 
tions connected with National Defence.” The grand total is 
divided up as follows: £288,000 for twelve branches of natural 
and social sciences, making 52% of the total; £108,000, or 19-5%, 
to nine branches of the arts, including “ artistic and documentary 
films ’’ as two branches; £48,000, or 9%, to four branches of liter- 
ature; and sixty prizes for inventions, comprising ten first prizes 

1 Andreev—sometimes spelt Andreyev—has been described as the ‘“‘ faith- 
ful disciple and closest associate of Stalin.’’ From shepherd, to railway worker, 
to boss of the railway trade union, he helped turn all labour against Zinoviev and 
Trotsky. He once opposed Lenin and Stalin by endeavouring to have the Trade 
Unions run Soviet industry. Now a Vice-Chairman of the Council of Com- 
missars, his chief responsibility is agriculture, and it was his drive that persuaded 
the party machine to carry through collectivisation. 

2 Sobranie Postanovlenii i Rasporiazhenii Pravitelstva Soyuza Sovetskikh 
Sotsialisticheskikh Respublik (Collection of Government Acts and Decrees of the 
U.S.S.R.), No. 1, March 16, 1942. 

3 See Managerial Revolution, by James Burnham, John Day Company Inc., 
New York, 1941, p. 46 (quoting Leon Trotsky from an article published late in 
1939): “ . . . the upper 11% or 12% of the Soviet population now receives approx- 
imately 50% of the national income. This differentiation is sharper than in the 
United States, where the upper 10% of the population receives approximately 
35% of the national income.”’ See also quotation from Ruml, op. cit. 

* Advancement of Science, British Association, Vol. III, No. 9, September 1944, 
p. 76, article by Alexander Fersman, Director of the Lomonosov Institute of 
Geochemistry, Crystallography and Mineralogy of Moscow. 

5 Address to the Praesidium of the Academy of Sciences of the U.S.S.R., 


by P. L. Kapitsa, May 18, 1943. Reprinted Vestnik Akademii Nauk, 8.8.R., 
No. 6, 1943. 
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at £4,000 each, twenty second at £2,000 each, and thirty third 
at £1,000 each, making £110,000, or 20% of the grand total. 
The graduation of the invention prizes appears to be significant, 
since the spacing between them and the larger quantity of lesser 
prizes is sharply different from the graduation of the other prizes, 
and shows a hard-headed understanding of how to draw the most 
for your money. No evidence has been found as to whether 
an inventor is likely to benefit under the invention legislation 
and simultaneously or later to receive a Stalin Prize. 

This note would not be complete without a reference to the 
international relationship of Soviet invention legislation. The 
new Act is disappointing to an eminent and representative body ? 
of industrial opinion in this country who desire the adherence 
of the Soviet Union to the Industrial Property Convention. 
Whereas paragraph 5 (e) of the 1931 Act reserved three years’ grace 
to a patentee, whether citizen or foreigner, during which period a 
compulsory licence could not be imposed by a Soviet organisation, 
in the new Act this condition, which is a cardinal feature of the 
Convention—Article 5 A (4)—is not mentioned.* Admittedly para- 
graph 5(f) of the 1931 Act tended to weaken this condition, but only 
if very high powers were sought for very special reasons. Un- 
fortunately, in the new Act 4 (d) is quite unvarnished : “‘ In the case 


1 A good example of the degree of privilege available in the Soviet Union 
to those on the highest level is to be found in the correspondence columns of the 
Official Journal (see op. cit.) for November 1939. Citizen Uldjaev of Sverd- 
lovsk in the Urals, 1,000 miles east of Moscow, asks: ‘‘I am in possession of an 
Authorship Certificate. Can I apply, as an inventor, for a personal pension ? ”’ 
Editorial answer: ‘‘ A personal pension is only given to highly distinguished 
inventors, whose contributions to Soviet Engineering have been great and who 
contributed to the stabilisation of the Soviet State. If you have sufficient reasons 
to consider yourself as one of them, you can apply to the Trade Union Regiona 
Committee, of whichever Union you are a member, to put through to the Supreme 
Central Council of Trade Unions a corresponding application to the Commission 
for Personal Pensions at the R.S.F.S.R.”’ 

* Trade Marks, Patents and Designs Federation, Ltd., pamphlet, dated July 
1945, entitled Recommendations of Terms for Settlement of International Questions 
concerning Patents and Trade Marks, Section IV, p. 8, paragraph 27: ‘‘ It is felt 
strongly that attempt should be made to get Russia (the Union of Soviet Socialist 
Republics) to adhere to the Industrial Property Conventions but, whether she 
does or not, the decisions made after consideration of the above recommendations 
should apply to and be carried out by all the Allies (including U.S.S.R.) as far 
as possible within their respective national laws.”’ 

* ‘Tn no case can the grant of a compulsory licence be demanded before the 
expiration of at least three years from the date of the delivery of the patent, 
and such licence shall only be granted if the patentee is unable to justify himself 
by legitimate reasons. No action for nullity on revocation of a patent shall be 
brought before the expiration of two years reckoned from the grant of the first 
compulsory licence.’’ Haddan’s Compendium, 1945, p. 419, Harrison & Sons, 
Ltd., London. 
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of an invention of special importance to the Government, with 
regard to which the Commissariat concerned is of the opinion or 
certitude that no satisfactory licence agreement with the owner 
of the Patent will be forthcoming, the Commissariat may issue 
an order for compulsory expropriation of the Patent or for a 
compulsory licence in favour of an interested concern, simul- 
taneously establishing appropriate compensation.” It is to 
be hoped that this change of viewpoint in 1941 was due to the 
imminence of war, bearing in mind that the paragraph may have 
more significance for dealing with Soviet nationals than with 
foreigners. 

Foreigners might be wise to consider applying for Author- 
ship Certificates in certain cases rather than for Patents. (Appar- 
ently no foreigner has ever done so. Paragraph 25 specifically 
requests the address and nationality of foreigners applying for 
Authorship Certificates.) Foreigners obtain the same rights 
as Soviet citizens (paragraph 11). Moreover, there are no fees, 
whereas Soviet Patent fees are not trivial, including £10 10s. 
for the application, £8 16s. for the first year, and rising by annual 
increments to a total of £6841 for a duration of fifteen years. 
It is obvious that nothing can be lost except the cost of translation 
and re-lettering of drawings, in those cases where the decision 
to take out a Soviet Patent is negative, and, furthermore, even if 
no award is gained for any particular invention protected by an 
Authorship Certificate, the general publicity and good-will gained 
from the Commissariat concerned might prove considerable. 
In the dissemination of knowledge invention protection systems 
play as great a part as the circulation of commercial catalogues. 

It seems unwise at this stage, with important industrial and 
economic reorientations immediately ahead, to infer that Soviet 
invention legislation is inconsonant with the sanctions of private 
enterprise under post-war conditions. In the first place, Soviet 
official policy and outlook as evidenced by its legislation are 
strongly appreciative of the general features of Western Patent 
systems, in so far as they encourage the individual inventor with 
strong and clear-cut incentive. In the second place, it is relevant 
to remember that Soviet citizens were granted foreign Patents 


1 Soviet fees are the highest in the world—others: Canada, £7; U.S.A., 
£15 (these two represent lump sum payments, since they have no renewal fees); 
Switzerland, £110; United Kingdom, £132; Netherlands, £366; and Germany, 
£562. These totals are based on pre-war schedules. There is no doubt there is 
a lot to be said for the Canadian and American practice of completing all the 
payments, both for the application and the final patent, as soon as the grant is 
assured. 
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during the period 1930-39 at an average rate of seven per annum 
in the United Kingdom, nine per annum in the United States, 
and twenty-eight per annum in Germany. These are not in- 
significant figures if one remembers that the cream of the Patent 
crop in Western countries is probably not more than 2% of all 
Patents granted in any year.! Is it not possible that the Soviet 
Government might itself finance in due course the exploitation of 
these inventions abroad? Unfortunately, consideration of these 
points of view is continually distracted by erroneous opinions 
as to the real Soviet position and as to the actual function of 
Patents in Western countries. For instance, The Times for June 
25, 1945, published the following remark: ‘‘ The visitors have 
been impressed by the freedom with which the Soviet scientists 
are able to reveal processes which in other lands would be kept 
secret from respect for patent rights.’ The visitors concerned 
were eminent British and other foreign scientists invited to Lenin- 
grad to celebrate the 220th anniversary of the foundation of the 
Soviet Academy of Sciences. It is quite untrue to suggest that 
patents restrict the free flow of information—in fact, they are 
primarily designed to encourage revelations, and to record them for 
posterity. 
Francis HUGHES 
London. 


1 The annual averages of Patents granted to citizens and residents (i.e., 
excluding grants to applicants abroad) of the United Kingdom, the United States 
and Germany, respectively, for the ten-year period 1930-39, were: 8,675; 38,413; 
and 14,947. Taking 2% of these figures we have: 173 British, 768 American, 
and 299 German. For more complete information as to the international dis- 
tribution of Patent grants, see Agenda, Vol. III, No. 3, August 1944, pp. 45-68. 











INDUSTRIAL PRODUCTION AND EMPLOYMENT IN 
PRE-WAR CHINA 


1. Introduction 


In the manufacturing industry section of our work National 
Income of China, 1933,1 we have made estimates about China’s 
_ manufacturing production and employment. As the English 
version of the book is still under preparation and the extent of 
China’s industrialization is quite vaguely conceived, it is perhaps 
not without interest to set forth and analyse the result of our 
findings. In this paper we wish to show the size of manufacturing 
production, the scale and composition of labour force, the relative 
importance of different industrial groups, the productivity of 
labour, and the share of wage and salary bills in net output. 
Incidentally, the points listed above are found to have run parallel 
to those discussed with regard to Britain, Germany and the United 
States in an article written by Mr. Rostas.? Thus, the ground has 
been prepared for us to make comparison between China and the 
other three countries, the result of which is, as the reader will 
see, appalling. 

Three points we must bring out at the outset. First, the 
figures in this paper are unlike those in our book. This is due to 
the fact that, in order to put them on a comparable basis, we have 
made some adjustments by excluding the formerly included 
public utilities from manufacturing industry and by including 
the formerly excluded iron and steel works in manufacturing 
industry. Secondly, owing to the importance of handicraft in 
Chinese manyfacturing industry, we have divided the industry 
into factory and handicraft, in order to see their relative rdles. 
But at the same time, because of the lack of available data, the 
analysis of handicraft has not been set forth along with that of 
the factory. Thus, whenever the obstacles occur, we have to deal 
with the factory alone. The term “ factory ’’ used in our estimates 
is defined according to the Chinese Factory Act as those firms 

1 P. S. Ou (Ed.), F. S. Wang, G. H. Djang, L. Y. Ma, C. W. Nan, Y. L. Bai, 
National Income of China, 1933, Institute of Social Sciences, Academia Sinica, 
1946. (In Chinese.) 

2 L. Rostas, ‘‘ Industrial Production, Productivity, and Distribution in 


Britain, Germany and the United States, 1935-37,’’ Economic JouRNAL, April 
1943. 
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employing more than thirty employees, while ‘‘ handicraft ” 
covers all other firms, as well as family subsidiary works and in- 
dependent craftsmen. This entails that, when the comparison 
is made between Chinese factory production and the manufacturing 
production in the other three countries, the former seems to be in 
an unfavourable position. For the scope of manufactures in those 
three countries is much wider: the British data cover all firms 
employing more than ten persons, the German, firms with five or 
more employees, while the American firms whose products were 
valued at U.S. $5,000 or more. However, if the comparison is 
made in terms of output produced, Chinese factory data certainly 
cover a much broader field. Chinese firms with thirty employees 
or little more can rarely produce as much as U.S. $5,000, or as 
much as the output produced either by an English firm with ten 
persons or by a German firm with five persons. Finally, our data 
relate to 1933. This is a year of depression in China. Although 
we have extended our production estimates to 1936, those esti- 
mates are not as accurate as those for 1933. The fact that there 
is a slightly downward bias when our figures in 1933 are compared 
with those of the other three countries in 1935 or 1936 must 
therefore be borne in mind. 


2. The Size of Manufacturing Production 


From Table I we can see that although the total gross output 
of manufacturing industry is about 24% of the national gross 


TABLE [ 
Summary Results of Manufacturing Production (1933) 











Value (in P t 
C$ millions). | Peteentages. 

National gross output ; 31,534 100-00 
Gross output of manufacturing industries : 2 

Factory ‘ . E ‘ ‘ ‘ 1,895 6-01 

Handicraft . A . : . ‘ : 5,628 17-85 

Total . ‘ : ‘. ° ‘i : . 7,523 23-86 
National net output . , ; 20,119 100-00 
Net output of manufacturing industries : 

Factory e ‘ ‘ * . J F 378 1-88 

Handicraft . ‘ é ‘ . 1,339 6°65 

Total . ‘ ‘ ‘ ‘ ; . 4 1,717 8-53 








1 This figure is the summation of the gross receipts of all goods and services 
production groups in the country. But of those groups, like forestry, com- 
merce, professional service, and part of communications, whose gross receipts 
are unobtainable, only net output is included. 

* Valued at market price instead of at producers’ price, like other production 
groups. 

* Including a common deduction item C$173 millions. 








428 THE ECONOMIC JOURNAL [SEPT, 


output, the total net output is only 8-5°% of the national net 
output. The greater proportion of the gross output is partly 
because the coverage is not identical in the two cases, but 
mainly owing to the high proportion of raw materials used 
in manufacturing industry. The net output is, indeed, pitifully 
small, and more so is the factory net output, which amounts 
to only 1-9% of the national net output. As opposed to 
this, handicraft is astoundingly preponderant in manufactur- 
ing production. Of the total manufacturing net output, factory 
is only 22%, while handicraft is 78%. These facts show 
clearly that China’s industrialization is still in an infant stage, 
and that her factory production is of negligible importance 
in her national economy. This infancy and negligibleness are 
made more striking by comparing China’s factory production 
with that of the other three countries. From Table II we can see 
that the net output in the United States is 162 times greater 


TABLE II 


The Scale of Factory Production in China, Germany, 
the United Kingdom and the United States 


(In index numbers) 








China. Germany | U.K. US. 
(1936). (1935). (1935). 
Gross output . Z 100 (1933) 2,538 2,425 7,848 
100 (1936) 1,989 1,904 6,162 
Net output ‘ 5 100 (1933) 6,433 5,051 16,179 
100 (1936) 5,018 3,940 12,620 

















Note.—The rate of conversion used was C$l = £0-0618 for 1933, and C$l1 = 
£0-0599 for 1936. 


than that in China in 1933, and 126 times greater in 1936; in 
Germany, sixty-four times greater in 1933, and fifty times greater 
in 1936; in Britain, fifty times greater in 1933, and thirty-nine 
times greater in 1936. That means that were China equipped 
with the same scale of manufacturing investment and with the 
same degree of efficiency as the United States, her factory net 
output could be raised from 126 to 162 times above her pre-war 
level. Theoretically, as China’s population is far greater than that 
of the United States, her gainfully occupied population in manu- 
facturing industry could be raised even higher than that in the 
United States, and, therefore, her industrial net output could 
also be raised higher. 
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3. The Scale of Manufacturing Employment 


The conclusion reached in the preceding paragraph can be 
elaborated more fully by studying the scale of manufacturing 
employment. Table III shows that persons employed in all 








TaB_eE III 
Employment in Manufacturing Production (1933) 
Persons (in Pe t 
thousands). | * &T°eD*8ees 
Population . | 429,494-1 2 100-00 
Persons employ ed in manufacturing production : 
Factory ‘ i ‘ " ‘ . 1,076-4 0-25 
Handicraft . . ‘ ‘ ‘ ° . 10,000-0 2-33 
Total . ° ‘ 11,076-4 2-58 
Persons employ ed in factory production : 
Operatives . . . ° ° ° je 763-0 0-18 
Foremen . . ‘ ° . , 45-8 0-01 
Salaried employees . : . ° . . 115-0 0-03 
Other employees. ‘ f . , ‘ 152-6 0-04 











1 This figure is related to 1932-33. See Chinese Year Book, 1935-36, chapter 
on population. 


manufacturing production are only about 2-6°% of the total 
population, persons employed in factories only 0-25°%, and persons 
engaged in handicraft 2-39. By comparing this scale (0-25%) 
with 9-2% in Germany, 11-3% in Britain, and 6-7% in the United 
States, we are confronted with another sharp contrast. Even if 
we bring our factory employment up to 1936, the contrast does 
not lessen much. We can see from Table IV that the percentage 
in Germany is thirty-one times greater, in the United Kingdom 
thirty-four times greater and in the United States twenty-two 
times greater, than that in China, 


TABLE IV 


The Scale of Employment in Factory Production in China, Germany, 
the United Kingdom and the United States 





China |Germany| U.K. US. 
(1936). | (1936). (1935). (1935). 





Persons employed in factory as per- 
centage of total population ‘ 0-3 9-2 11-3 6-7 
Percentages in index numbers > 100 3,066 3,433 2,233 

















China would certainly be better off if persons engaged in 
handicraft could shift to factory work. It is easy to make out 
from Table III that persons employed in factory work are only 
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about 10° of the total employment in manufacturing production, 
while their net output is as great as 22°, as we have stated in the 
preceding section. Were China’s percentage of persons employed 
in factories in the total population as great as that in the United 
States (not to say as great as that in the United Kingdom) her 
employment in factory would be 3-4 times greater than that in 
the United States. And were her scale of production in line with 
that in the United States, her net output could be raised as much 
as more than 400 times above her pre-war level. 

The persons employed include operatives, foremen, salaried 
employees, and other employees. Owing to the lack of data and 
to the nature of the industry itself, we could not classify the 


TABLE V 


Composition of Labour Force in Factory Industry in China, 
Germany, the United Kingdom and the United States 














| 

| China |Germany; U.K. US. 

| (1933). (1936). (1935). | (1935) 
Salaried employees per 100 operatives | 15:1 17-2 15-0 14-7 
Percentages in index numbers ; | 100 114 99 97 





persons employed in handicraft into subgroups. But in factory 
production we have seen, from Table III, that operatives are of a 
negligible quantity. To carry the comparison through, Table Vis 
made to show the relation of administrative, clerical and technical 
staff to operatives employed in factories. Quite unexpectedly, this 
time the relation turns out fairly similar in the four countries. In 
China it is only slightly higher than in the United Kingdom and 
the United States, but lower than in Germany. 


4, The Structure of Manufacturing Production 


The relative importance of the different branches of manu- 
facturing in total output and employment can be seen in Table 
VI and Table VII. There are several points here worth our 
notice. To begin with, of all fourteen groups, only four groups, 
Engineering, Metal products, Electrical apparatus and Chemicals, 
have predominant factory output, while the output of all other 
ten groups is overwhelmingly by handicraft. Particularly in 
important groups like Textiles, Clothing, Food, Drink and 
Tobacco, and Timber, factory output is only about 37%, 15%, 
9% and 2% of the total, respectively. This means that in 
almost all the consumption-goods industries handicraft is pre- 
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TaBLe VI 
The Structure of Manufacturing Production (1933) 
Net output (in C$ millions). | Factory 
opera- | Number 
Industrial groups. : _ tives of fac- 
Factory. —_—_ ~ | Total. y he om p | Soeses. 
Timber ‘i ° ? 1 46 47 3 27 
Engineering . d ; 22 4 26 38 236 
Metal products. a 13 7 20 7 82 
Electrical apparatus > 6 1 7 6 63 
Ships and vehicles : 14 41 55 41 56 
Clay and stone. ; 20 54 74 24 120 
Chemicals. ; 3 28 22 50 49 184 
Textiles J : A 154 258 412 459 859 
Clothing ; ‘ . 15 82 97 17 165 
Leather and rubber » 12 37 49 16 99 
Food, drink and tobacco 67 702 769 72 547 
Paper and printing ; 21 56 717 23 269 
Scientific instruments . 3 3 6 + 74 
Miscellaneous ‘ ; 2 26 28 + 43 
Total ‘ ; 378 1,339 1,337 763 2,824 




















dominant. Secondly, the preponderance of consumption-goods 
industries is only too striking. The combined output of Textiles, 
Clothing and Food, Drink and Tobacco alone is about three- 
fourths of the total output, while in the other three countries it 
ranges only from 29% to 37%. It follows naturally that capital 
goods industries in China have played a very minor réle in manu- 
facturing production. The combined output of Metal and Metal 
products, Engineering, Shipbuilding and Vehicles is only about 
62% of the total output, while in the other three countries it 
amounts to from 32-6% to 40-3%. This may enable us to see 
to what extent China has been accumulating her capital. Thirdly, 
factory operatives are concentrated in textiles industry. In no 
other industry do the operatives employed amount to as much as 
10% of the total of factory employment, and most are below 5% ; 
textiles, on the other hand, represents 60% of the whole. This is 
partly due to the high percentage of textile output in the total, and 
also to the fact that labour-saving processes have not yet been de- 
veloped so intensively in textiles as in other industries. The figures 
in Table VII reveal the same features in the other three countries, 
but not, of course, to the same degree. Finally, in the total number 
of factories, Textiles is also leading, amounting to 859 units; the 
next is Food, Drink and Tobacco, 547; the third is Paper and 
Printing, 269. But, so far as the size of firm with respect to opera- 
tives employed is concerned, Textiles ranks only second, amounting 
to 534 operatives per unit ; Ships and Vehicles comes first, 734 per 
No. 223.—vo.. Lv1. HH 
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unit; Chemicals third, 266 per unit. On an average, operatives 
employed in Chinese factories are about 270 per unit. 


5. The Productivity of Factory Labour 
All the facts pointed out above make the low industrial 
efficiency but a logical result. In Table VIII the comparison 


TasBLeE VIII 


The Value of Net Output per Head of Factory Operatives in China, 
Germany, the United Kingdom and the United States 








China Germany U.K. US. 

(1936). (1936). (1935). (1935). 
‘. ‘ d : ‘ ; 31 294 264 595 
Index numbers ‘ . ‘ 100 948 852 1,929 











made between China and the other three countries is based on the 
value of output produced per factory operative. The index 
numbers show that a Chinese worker can turn out only one-ninth 
of the product of a German or an English worker, and one- 
nineteenth that of an American. In other words, a Chinese will 
require nineteen days to produce the output produced by an 
American worker in one day. The difference is appalling. Yet 
this is not the whole picture. When the comparison is made 
between the output produced by an American worker and a 
Chinese handicraft worker, the result is almost unbelievable. 
From the proportion of net output produced and employment in 
factory and handicraft, we know that the output produced per 
factory worker is 2-6 times greater than per handicraft worker. 
Thus, one day’s work of an American worker will be equivalent 
to fifty days’ work of a Chinese handicraft worker. This low pro- 
ductivity is, of course, only partly due to the inefficiency of labour, 
and partly, perhaps mainly, due to the meagreness of capital 
investment. Where labour-saving devices have not been ex- 
tensively installed the output produced per worker is necessarily 
low. This fact has also been shown in the proportion of net output 
in gross output. In Germany, Britain and the United States 
the proportion is about 40-50%, while in China it amounts only 
to 20%. The simpler the manufacturing processes, the less the 
share of net output in gross output will be. 


6. Distribution of Income in Factory Production 


To conclude this paper, let us discuss briefly the distributive 
shares in factory production by ciphering the ratio of wages in 











434 THE ECONOMIC JOURNAL [SEPT. 1946 


net output. The result obtained can also be compared with the 
figures in Mr. Rostas’s article. It is clearly shown in Table IX 
that the ratio is much higher in China than in all the other three 
countries. This is quite natural, and in accordance with the above 
analysis. The smaller the scale of capital investment, the greater 
will be the distributive share to labour. But the greater dis. 
tributive share to labour does not mean higher payment to labour; 
on the contrary, it means greater input of labour, and, therefore 
lower payment to labour. From Table X in Mr. Rostas’s article 


TABLE IX 


Share of Wages in Factory Net Output in China, Germany, 
the United Kingdom and the United States 











China Germany U.K. US. 

(1933). (1936). (1935). (1935). 
Percentages . ‘ . ‘ 65-1 32-0 44-3 39-4 
Percentages in index numbers . 100-0 49-2 68-0 60-5 














we can also see that the long-term changes of the share of wages 
show a decline in both Britain and Germany from 1924 to 1938, 
If China’s industrialisation can be speeded up, the share of wages 
in output will naturally decrease, while wage rates will increase, 


Institute of Social Sciences, Pao-san Ov 
Academia Sinica, FouH-SHEN WANG 
Sze-chuan, Li-chung. 
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PROFESSOR HAYEK ON INDIVIDUALISM 


ProrEssoR Hayex’s Road to Serfdom had a combination of 
qualities—sincerity, passion, fine English writing, acute and subtle 
logic, wisdom, and appositeness—which may well cause it to take its 
place as a classic. It will probably long be read with both pleasure 
and advantage. In a work of this character, which may be called 
a polemic, or, perhaps, with greater precision, a tract, some 
over-emphasis is in place; it adds a spice, and at the same time 
reveals the sources of the author’s inspired mood, thereby helping 
the understanding of what he has to say, and it can easily be 
allowed for by the reader of sense when he makes his final assess- 
ment. There are some, it is true, including some who are sympa- 
thetic to Professor Hayek’s main position, who felt that he took 
just a little too much of the licence properly accorded to inspiration, 
thereby impairing the cogency of the tract. This excess, if 
indeed it was there, consisted not so much in the ruthlessness 
with which he pushed his arguments to their logical conclusion—a 
procedure appropriate in the context—as in a certain tendency 
to dogmatism and exclusiveness which cannot be validly main- 
tained in the field of political studies. The subject-matter is 
too complex, elusive and mysterious. 

In the present lecture, which may be regarded as a pendant 
to the larger work, the inspiration flags and the dogmatism is more 
prominent. As there is a clear danger that Professor Hayek may 
let this tendency to dogmatism assume the mastery in his intellec- 
tual make-up—as illustrious writers on politics have done before 
him—and as this might obscure his other lights, which are capable 
of being of such great service in these harassed times, it may be 
well to examine the work before us with exceptionally critical 
scrutiny. 

Dogmatism is implicit in the title itself—Individualism : 
True and False. This seems to serve notice of a heresy hunt. 
One would have thought that in these days of sadly waning individ- 
ualism, one should be reluctant to cast out of the canon interesting 
and influential ‘‘ individualist ” thinkers, even although their 
work contained certain impurities. Anyhow, if there is to be a 
purge, let us be quite sure that our criterion is correct. 

First it is necessary to examine, much more strictly than 
Professor Hayek seems to have done, the meaning of the words 
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“true” and “false ”’ in this context. As an opening move I 
suggest six possible meanings, without claiming exhaustiveness. 

1. It may be held that in the history of thought certain 
writers have so clearly established the title to be the expounders 
of individualism that the doctrines of other lesser writers may be 
tested by their agreement or disagreement with the ideas of these 
master minds. (Historical criterion.) 

2. Instead of certain writers, the word itself may be made the 
criterion. Presumably individualism entails stressing the im- 
portance of the individual. Doctrines may be tested according 
as whether they do or do not genuinely do this. (Etymological 
criterion.) 

3. Individualism may be regarded as comprising a number 
of propositions about the working of society. Propositions 
may be true or false. True individualism could be said to 
consist of all those “‘ individualist ’’ propositions which are true 
and false individualism of those which are false. (Scientific 
criterion.) 

4. Individualism may be regarded as comprising not a set of 
sociological laws, but a statement of aims or ends or values. 
Individualism might be deemed true, if the aims or values set 
out are things which mankind does in fact value, and conversely, 
(Value criterion : ends.) 

5. Alternatively individualism may be regarded as prescribing 
not ultimate values, but the means to achieving certain more 
fundamental aims commonly accepted by mankind. True indi- 
vidualism would then prescribe a set of maxims which do in 
fact tend to the achievement of those aims, while the maxims of 
false individualism would be those which have plausibly been 
taken to do so, but do not in fact do so. (Value criterion: 
means.) 

6. True individualism might be taken to state the values men 
ought to aim at whether they do so or not and false individualism 
values which men ought not to aim at. (Moral criterion.) 

Professor Hayek certainly does not make plain which of these 
or which combination of these criteria he has in mind. His 
citation of certain authors suggests the first. By this he cannot 
be deemed to have established his case. He attaches himself 
firmly to Burke, Adam Smith, de Tocqueville and Acton. He 
stretches out tentacles towards Locke and Hume. But Locke, 
his claim on whom he makes no attempt to substantiate, must 
definitely be denied him, for reasons which will be explained. 
Among the false we have by his admission the Encyclopadists, 
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inuch of the work of the Benthamites and of J. S. Mill and Herbert 
Spencer. When we examine the doctrine expounded by Professor 
Hayek, we have to class Locke and Bentham among the false. 
Clearly then in this appeal to authority, as manifested in the 
history of political thought, the verdict is indecisive. It may 
be noticed in passing that Professor Hayek’s four favourites, 
while very sagacious men, were not, except Adam Smith, moral 
philosophers who dealt with first principles. Professor Hayek 
hints at the second criterion when he argues that individualism 
ought to mean something that is the opposite of socialism. When 
he says emphatically that individualism is “a theory of society, 
an attempt to understand the forces which determine the social 
life of man, and only in the second instance a set of political 
maxims derived from this view of society ’’ he seems to point to 
the third criterion and away from those numbered 4 to 6. None 
the less the general drift of his argument suggests that he has the 
fifth also in mind. 

It seems difficult to dispense with the first and second criteria 
altogether. If we concentrate attention on the third (or on any 
of the last four, for that matter) individualism seems to become 
identical with sociology. Perhaps Professor Hayek would say 
that it is. Yet it seems more natural to suppose that what is true 
or wise in individualism constitutes some important part or aspect 
of sociology, not the whole. And if we ask which part, we are 
driven back to the first or second criterion. But when one con- 
siders his argument on these, one cannot escape the notion that 
Professor Hayek is not seeking to apply them strictly, but that he 
has quite a different approach, that he thinks that there is some 
absolute doctrine laid up, so to speak, in Heaven, a Platonic idea 
of individualism, which mundane writers may or may not have 
succeeded in grasping. This is a common error of the man in the 
street, when he discusses Liberalism, Socialism, etc. For him there 
issome absolute doctrine, a true Liberalism, for instance, which is 
not on the one hand merely truth itself nor on the other 
a rescript or conflation of what Liberals have expounded. 
This of course opens the door for the prophet, for the man who 
claims to have seen the invisible Text. And this is the danger. 
Iam reminded of a book I once read by an American lady, the 
whole of which was devoted to proving, without reference either 
to the artistic intention of Shakespeare or any alleged facts of 
history, that Shakespeare had altogether failed to do justice to 
the moral character of Hamlet’s mother. 

The main characteristic ascribed by Professor Hayek to true 
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individualism is respect for ‘spontaneous social products” 
which promote a good social end but were not deliberately devised 
for the purpose they serve. One detects at once the economist’s 
reference to Adam Smith. But Professor Hayek wishes to 
broaden the basis of respect for property and markets, by assimi- 
lating the economic doctrine of harmony to the more far-reaching 
conceptions of Burke on the utility of established institutions and 
quotes a notable tribute by Adam Smith to Burke. He contrasts 
this doctrine with the rationalist approach which assumes that 
Reason can provide blue-prints which will solve all human 
problems; the reference to our modern planners is obvious. 
Now much of what he says in this passage concerning the imperfect 
rationality of human beings and the power of social processes to 
achieve more than the highest individual human reason could 
devise is wise and true. But it is not at all clear what this has to 
do with the doctrine of individualism. What Professor Hayek 
seems to be doing here is roughing in a philosophical defence not 
of individualism, but of the best type of conservatism. The 
antithesis to the doctrine he is expounding in these passages is 
not socialism or collectivism, but radicalism, which is prepared to 
tear down established institutions and build quite afresh in the 
light of reason or first principles. Such a radical was Bentham, 
who wished to test all establishments by the greatest happiness 
principle. That surely is a characteristically rationalist procedure. 
It is not merely the Benthamite school but Bentham himself who 
stands condemned of rationalism and thereby of false individualism. 
But is not this a little absurd? We cannot really have a definition 
of individualism that excludes Bentham. Furthermore, Locke 
was a thoroughgoing rationalist in this sense. So he too would 
have to be excluded. 

In the eye of truth there is much to be said both for conser- 
vatism, a disposition to ascribe hidden values to customs and 
institutions that have grown up, and for radicalism, the urge to 
sweep away all the old rubbish. The social value of each dis- 
position depends on time and circumstance. No formula can 
exempt us from the difficult intellectual task of deciding which 
way we should incline from time to time, seeking the golden mean, 
recognising both the weakness and fallibility of human reason, 
and also its amazing power. This lecture adds point to Mr. 
Durbin’s spirited plea for reason in his review of Professor 


1 It should be noticed, however, that Adam Smith severely condemns another 
of Professor Hayek’s favourites—de Mandeville (Moral Sentiments, Pt. 6, Sect. 
2, ch, 4). 
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Hayek’s previous volume.1 But what has all this to do with 
individualism? In many societies, perhaps most, time-honoured 
institutions have been exceedingly cramping to the individual. 
The radicals or rationalists of to-day may incline to centralist 
planning, but at other times they have sought to release the 
individual from despotic power or unduly cramping laws or 
customs. 

Surely the American constitution may be regarded as an 
individualist blue-print, and therefore, according to Professor 
Hayek, as a type of “false” individualism. It is true that 
British people have for many years poured some scorn on its 
rigidity, preferring their own more flexible system, which has 
evolved or been patched from time to time in a way that should 
commend it to Professor Hayek. Yet it is possible that a man of 
to-day, who really valued individual liberty, would feel more 
secure of his freedom if living in the United States under the 
egis of that piece of rationalist planning than he would under our 
own regime. 

The attempt to link Smithian economics to Burke’s con- 
servatism is not a happy one. It is true that they are both 
inimical to centralist planning and rely on the unfettered working 
of existing institutions. But whereas Burke was anxious to 
make us look to the hidden virtue in established things, Smith’s 
system was fully rationalist. Professor Hayek is right in urging 
that this does not imply that each individual is fully rational ; 
but the raison d’étre of the system as a whole and its parts can be 
demonstrated by argument. This is quite in contrast to the 
emotional foundations of loyalty on which Burke builds. 

This confusion between two separate issues shows itself in a 
number of ways, for instance in the treatment of Rousseau, who is 
lumped in with the Encyclopeedists, despite the fact he was in 
sharp conflict with them on most points. Professor Hayek treats 
this great man in altogether too cavalier a way; he is assigned the 
role of a power for evil. Rousseau has two very different, and 
indeed in some sense opposed, strains, neither of which Burke 
“commonly (and rightly) represented as the main opponent of 
the so-called ‘individualism’ of Rousseau” (p. 7), was capable 
of understanding. 

In his strict political theory Rousseau should probably be 
classed as a collectivist. He stated the case for the general will. 
The power of incisive logic shown in the Contrat Social places 
Rousseau in the ranks of political philosophers concerned with 
1 The Economic Journal, December, 1945. 
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first principles—Hobbes, Locke, Hume. When Rousseau refutes 
the doctrine of “‘ might is right’ in a few limpid and immortal 
sentences he is as far beyond the range of Burke in theoretical 
philosophy as Burke is beyond Rousseau’s range in practical 
wisdom. Burke had not the power of precise logic which would 
have enabled him to meet Rousseau at all on the high philoso- 
phical plane. As a political theorist Rousseau should not be 
classed as an individualist, true or false. Presumably the reason 
why Professor Hayek classes him as the latter is that he was a 
radical, prepared to sweep away the old rubbish. 

In his attitude to other matters, in his temperament, in his 
emotions, Rousseau was no doubt a strong individualist. As such 
he is regarded as father of the Romantic Movement—and was a 
man of great influence and genius. And about that aspect too 
Burke, albeit for totally different reasons, was quite unqualified 
to pass comment. As a romantic Rousseau probes deep into the 
human heart, lifts the veil, turns our attention back to elemental 
and universal passions, stirs, moves, shocks. That was not at all 
Burke’s milieu. For all his poetic imagination, Burke was 
essentially a man of business, state papers, bustle and conven- 
tionality. It is not to belittle Burke’s greatness in his own field 
to say that it showed a considerable narrowness that he could see 
in Rousseau only a perverted egoist. Perhaps that was typically 
English; for, if we give to Ireland Burke’s oratory, we should 
probably accede to Burke’s own claim to be of English stock, 
when we seek the national source of his political wisdom—and 
his philistinism as regards the deeper emotions. Not all English- 
men are like that, however. We have our Shelley. Before 
closing his list of individualists, Professor Hayek would do well to 
examine the case of Shelley carefully. He was an individualist and 
a rationalist, prepared to pull down the pillars, and yet an object 
of great veneration in prim Victorian England.* 

This brings me to the later pages of this lecture. Professor 
Hayek has so much of value to contribute to the thought of the 
country of his adoption, that I hesitate to discourage him by 
joining those who would warn him about the difficulties of 
summarizing the typically English point of view. He thinks that 
the Germans are “‘ rationalist ’’ and thereby “falsely individualist” 
in insisting on the development of “original” personalities. He 
contrasts this with the “voluntary conformity ” of the English 
Public School system. There is much confusion in this. In 


* I may be allowed to bring Shelley into the argument, since Professor Hayek 
cites Goethe. 
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many respects the English are fundamentally non-conformist, and 
this country has been singularly rich in ‘‘original’’ personalities. 
One has only to examine the literature from Shakespeare to 
Dickens. It is a well-known dictum of literary criticism that our 
imaginative writers show their best genius in the portrayal of 
secondary characters, who are commonly eccentric, while their 
heroes and heroines are a little lacking in depth. The most 
notable exception to this dictum, Hamlet, illustrates the point. 
The question of the essential characteristics of the English 
Public School is notoriously a treacherous one. The English 
themselves have not been able completely to unravel it. There is 
a typically English concept, much older and of far greater im- 
portance than that of old Public School boy, perhaps of waning 
influence now, but historically of great moment, the gentleman. 
It is well known that the criterion for distinguishing a gentleman 
is something other than income or even heredity. For centuries 
English gentlemen have been famous for their frequent eccen- 
tricity. Enthusiasts might claim that no class in recorded 
history has been so rich per head in “ original personalities.” 
The conformist tradition of Public Schools, referred to by 
Professor Hayek, is comparatively modern and its cause is 
readily explainable. To be a gentleman is (or used to be) an 
ideal near the heart of many Englishmen. Public Schools came 
to establish the claim that they had a secret patent for manu- 
facturing gentlemen artificially. Parents of means naturally 
sought this advantage for their sons. Conformism has no con- 
nexion with the concept of gentleman as such but was necessary 
to the process of artificial manufacture. In the broad picture of 
English social life through the centuries it is a phenomenon of 
minor importance. None the less some hold that the increasing 
predominance of this rather more uniform Public School product 
in recent decades has weakened our national character. It is 
possible also that the amount of conformism often ascribed to 
these schools is exaggerated. At my own school, an ancient one, 
the most influential masters were certainly very eccentric characters, 
and their influence to some extent lay precisely inthat. They were 
odd; but it was not thought in the least odd that they should be 
80; on the contrary, their oddness was accepted and admired as 
being essentially in the British tradition. There is no need for 
Professor Hayek to look beyond British experience for the stress 
that J. S. Mill lays in his Liberty on the value of variety in in- 
dividual self-expression. This is something deeply rooted in 
British individualism. “ Voluntary ” conformity is more charac- 
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teristic of American Main Street; and there, according to report, 
it is not so much superior to legal restraint, in the point of 
oppressiveness, as Professor Hayek suggests. 

It is of course quite true that there is something very un-English 
in the quest for self-expression that one finds in Werther, Faust 
and Wilhelm Meister. But what is un-English there is not the 
originality of the protagonists, but their self-conscious quest for it. 
It is the craving for something that they feel themselves to lack. 
When Faust is confronted with Euphorion he perceives an inborn 
freedom and natural waywardness of spirit that are quite beyond 
his range. I may remind Professor Hayek that Euphorion was an 
Englishman. 

This lecture contains much that is wise, much that is well said 
and much that is worthy of Professor Hayek at his best. 
I have concentrated my notice on his heresy hunt. The 
doctrine of individualism needs nourishment from many sources 
and will flourish only by an interplay of opinion as free and varied 
as the mode of life which it seeks to secure in practical affairs. 
If any one, even someone so distinguished as Professor Hayek, 
ever succeeds in establishing himself as its S. Athanasius, that 
will be the death of it. 

R. F. Harrop 
Christ Church, 
Oxford. 
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REVIEWS. 


The Socialist Tradition, Moses to Lenin. By ALEXANDER GRayY. 
(London : Longmans, Green & Co., 1946. Pp. x + 523. 21s.) 


THIs is an entertaining book. Professor Gray writes with 
gusto and his humour bubbles up on every page. The humour 
is, indeed, at times rather of the classroom variety; but at other 
times, particularly when his sympathy is engaged, it is of an 
altogether higher order. The chapter on Fourier is a gem. 

It is also a scholarly book. Professor Gray is well versed in 
the original authorities ; quotes them judiciously without running 
into excess; and is careful throughout to give his references—a 
praiseworthy practice which might pass without comment were 
it not so often neglected in these hurried, not to say slovenly, days. 
If there is any complaint to be made in this connection it is that 
the reader would be helped considerably if the date of first 
publication were given not only occasionally, but wherever possible 
—at any rate for the more important of the works brought under 
notice. Secondary authorities are (rightly) but little relied upon. 
To the present reviewer, however, it is pleasant to find a favourite 
author of his youth, Emile Faguet, being given his due. 

As an indication of the ground covered and the method used, 
the title is a shade misleading. ‘‘ Leading writers in the socialist 
tradition ” would have conveyed a better idea of the contents. 
For, as the prologue explains, “the present volume ” “ does not 
aim at being a history of socialist thought,” its purpose is “ to 
present the outstanding figures in the development of socialist 
thought, with some estimate of the significance of their several 
contributions.” It is, in the words of the wrapper, “ a collection 
of studies ’’—not a record or analysis of a process of development : 
a series of stills, not a motion-picture. 

This manner of treatment has its drawbacks. Individual 
thinkers tend to be too much isolated both from each other and 
from the contemporary movement of thought and events. Asa 
result, not only is the sense of the gradual emergence and evolution 
of a particular body of ideas or attitude of mind (under pressure 
from social conditions and the general march of knowledge and 
speculation) apt to be lost, but the character of the individual 
writers’ contributions is liable to be, in some measure, obscured. 
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Professor Gray’s account of Marx, for instance, does not bring 
out as clearly as it might how largely Marx’s work consisted in 
drawing together threads which ran through the writings of his 
contemporaries and immediate predecessors, an attempt, conscious 
or unconscious, successful or unsuccessful, to fuse into a coherent 
whole elements gathered from a variety of sources. Again, the 
eccentricities of such writers as St. Simon and Fourier, which 
stand out from these pages in all their stark crudity, are softened 
when we remember that they belonged to what was, as readers of 
Peacock’s novels are aware, an age of extravagance. Professor 
Gray does indeed pay tribute to St. Simon’s flashes of penetration, 
and by no means ignores his influence and his anticipations of 
later ideas; but more attention to the historical setting might have 
led him to recognise more fully than he does that the contribution 
of this fou trés intelligent was a truly remarkable reflection of his 
time and seminal in a quite exceptional degree. 

Perhaps, too, it is partly because of the method he has chosen 
that Professor Gray fails to emphasise the extent to which 
socialism is, in essence, the antithesis of capitalism—or, if less 
Hegelian language be preferred, a reaction against it. He notes 
that it is not till we reach the late eighteenth or early nineteenth 
century that we can begin to look for the fathers of socialism. 
But he does not proceed to the obvious step of connecting the 
emergence of socialism with social and economic developments; 
nor does he accord the central position which it surely deserves in 
any historical treatment of socialist thought to the notion of 
“exploitation ”’—the use of private property in the means of 
production to oblige the mass of the people to work for the owners’ 
gain. It is the urge to escape from the injustices or subordination 
associated with “ exploitation ” which, more than anything else, 
gives socialist (and anarchist) doctrine what unity it possesses; 
goes far to explain its seeming vacillations and inconsistencies 
(as, for example, in the case of the unduly despised Proudhon); 
and provides the link between such dissimilar utterances as, say, 
the explosive rhetoric of Babceuf and the Fabian Basis. Pro- 
fessor Gray’s “estimate” of the “ significance ” of his authors’ 
*“‘ several contributions ’’ would have gained rather than lost in 
interest and depth if he had looked at them more as manifestations 
of a particular phase in history and less as attempts to arrive at 
the eternal verities. 

But if his manner of treatment has its defects, it has also a 
sovereign merit. It never allows us to forget that books are 
written by men and women, not by tendencies or environments or 
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intellectual climates. Professor Gray is always conscious of the 
human personality behind the printed page. This lends vividness 
to his book, and makes it a wholesome corrective to a misleading 
and somewhat dreary trend in much of the work which is now 
being done on the history of thought. 

Judged simply as a collection of studies, the book has perhaps 
too much the character of a Fools’ Gallery. As one reads, the 
impression grows that Professor Gray is not taking his subject 
seriously; almost, indeed, though this would be less than fair, 
that he regards the whole socialist and anarchist tradition as a 
huge joke. Wit and humour are all to the good : but one can be 
serious without being solemn. It is proper in a historian of ideas 
to expose foibles, extravagances, exaggerations, fallacies and 
contradictions. But he also has another duty. To enquire 
whether, when all these are swept away, there does not remain a 
substratum of significant truth in the doctrines he presents and 
analyses. Professor Gray too often neglects to do this. No one, 
for example, who is not of the Communist faith can nowadays 
swallow the materialist conception of history undiluted. But 
has it not contributed something of value to our understanding of 
the growth of society? And, over-simplified, over-stated, con- 
fused, mischievous even, though the doctrine of the class-war 
may be in many ways, can it be dismissed as a mere “ fatuity ” ? 
Is there not a real or supposed cleavage of interest in the matter 
of property-ownership and the control of industry which is not 
without significance in the life of our time? As we watch 
Professor Gray poking fun at one of his sitters after another a 
doubt obtrudes whether recent events do not suggest that after 
all history is, up to a point at least, on the side of the fools: which 
in turn suggests the question whether there was not more of 
wisdom mixed with their folly than Professor Gray is disposed to 
admit. 

But when all is said; and however much one may differ from 
his estimates of the doctrines he discusses, Professor Gray has 
given us a lively, learned and stimulating introduction to the 
leading figures in the socialist tradition, and one which is well 
calculated to induce the beginner to make their acquaintance 
at first hand. He deserves our thanks. 

Two detailed points of fact invite a query. First, did not the 
Marx family embrace Christianity in 1824, when Karl was six years 
old, not, as is implied on p. 297, before he was born? Secondly, 
has Professor Gray the support of modern criticism for his 
suggestion that St. Luke “edited” and “ blue-pencilled ” the 
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Sermon on the Mount to make it conform to his “left-wing” 
views, and that St. Matthew keeps nearer to the original utterance ? 
On a matter of this kind, a Scot must be presumed to have the 
advantage over a Sassenach. But it would be interesting to know 
on what evidence or authority Professor Gray is relying here. 


G. F. SHove 
King’s College, 
Cambridge. 


A Page of British Folly. By R. F. Harrop. (London: Mace- 
millan, 1946. Pp. 60. Is. 6d.) 


THE folly is the grudging spirit which resents as onerous or 
detrimental to British interests the conditions with which the 
American Loan has been accompanied. Mr. Harrod’s pamphlet 
was intended to be the first chapter in a book on international 
economic co-operation. But it seemed to him so important that 
the point of view therein set out should be presented to the 
public without delay that he decided to let it appear as a separate 
brochure. 

The conditions with which the loan is associated are the out- 
come of Article 7 of the Mutual Aid Agreement of February 23, 
1942. That article, Mr. Harrod writes (p. 4), “‘ contained an 
economic programme which looked much more British than 
American”’; so much so that it might have been supposed to 
have been “‘ foisted on to the Americans by a triumph of British 
legerdemain. It certainly represented a wide departure from the 
traditional American isolationism, and should have been loudly 
acclaimed and warmly welcomed by every one here as offering 
a fairer prospect for world prosperity, harmony and peace than 
we had hitherto dared to hope for.” 

The International Monetary Fund of Bretton Woods is the 
one important case where the aspirations of Article 7 have been 
reduced to a detailed plan (p. 17). Mr. Harrod regards the 
Keynes plan for a Clearing Union, which preceded it, as incom- 
plete, because it contained no express provision for the case of a 
scarce currency. The omission, he thinks, was intentional, 
because ‘‘ such sanctions would necessarily be rather acutely un- 
pleasant to any nation, and America is notoriously one, that is 
cast for the réle of creditor nation in the coming period ”’ (p. 23). 
It would have been “ intolerably maladroit ’’ to propose them. 
Yet the Americans themselves spontaneously included sanctions 
against a scarce currency in their counter-proposals, and the same 
feature has been embodied in the Bretton Woods plan, 
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“This was indeed a most magnificent gesture by the United 
States,’ showing “ consummate disinterestedness.”’ 

Is this version correct? Is it not rather the case that the 
Keynes plan was unacceptable to the Americans because it would 
have compelled a creditor country to supply its own currency in 
exchange for bancor to an amount limited only by the quotas 
to which the overdrafts of the debtor countries were to be sub- 
ject? The American plan imposed a narrower limit. The debtor 
countries can only take out of the International Monetary Fund 
what is there; the contribution of the creditor country to the 
Fund is limited, and, if it is exhausted, the debtor countries must 
be content to buy one another’s currencies. The scarce currency 
provision deals with this contingency by allowing the debtor 
countries to refrain from buying more from the creditor country 
than they can pay for. So much logic compelled. 

American opinion, Mr. Harrod says, favours “ fixed and un- 
alterable’”’ rates of exchange; British opinion favours rates 
“subject to variation from time to time ”’ (p. 37). “I am very 
partial,”’ he owns, “‘ to flexible exchanges, and believe the Ameri- 
can view to be wrong ”’ (p. 38). 

The Bretton Woods plan, while retaining gold as an inter- 
national medium, concedes flexibility of rates in case of a funda- 
mental disequilibrium. ‘The Americans holding “ strong, well- 
defined and well-reasoned views . . . have shown themselves 
willing to scrap these views and to adopt the British view.” 

Mr. Harrod here assumes that the issue was one of national 
interests. But that is not so. The divergence of view is not as 
to national interests but as to what will be beneficial to the world. 
A subjection of a nation’s power to alter the par-value of its 
money unit to international control is an innovation, and a very 
dangerous one. If the gold standard is discredited, that is 
because nations have in the past been unduly reluctant to alter 
parities; but they have always been perfectly free to do so. 
Under the Bretton Woods plan they will not be free. The con- 
ditions to which the consent of the Fund must conform are 
formulated, it is true, in terms apparently reasonable. But can 
the wisdom of those who have to interpret and apply them be 
unequivocally relied on? Misgivings on the subject are not 
folly. 

When Mr. Harrod turns to the question of discriminatory 
practices in international trade, his case is stronger. One source 
of opposition to the American proposals is the fear that Imperial 
Preference is threatened. ‘‘There are old-fashioned Conserva- 
No. 223.—vo.. Lv. II 
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tives who live in the remote past and advocate Joseph Chamber- 
lain” (p. 36). He quotes the assurance given by President 
Roosevelt to Mr. Churchill that the abolition of Imperial Prefer- 
ence is not called for, and he infers that what is intended is that 
Imperial Preference must not be increased and will have to be 
reduced ‘‘ in some reasonable proportion to a general reduction 
of tariff barriers”’ (p. 10). It will not be honourably open to 
Great Britain to reject an agreement otherwise satisfactory 
pursuant to Article 7 merely because it involves a severe scaling 
down of Imperial Preference (p. 55). 

But the discriminatory practices against which Article 7 is 
really directed “offer a menace of measureless potency to our 
export trade ”’ (p. 10). 

There are advocates of compartmentalising trade, who would 
rely on “(i) the power that we gain from being such a large 
market for many countries and (ii) the attractiveness for some 
of being in the so-called sterling area’ (p. 48). But Mr. Harrod 
shows that “ this leverage is a wasting asset’ (p. 49). “‘ We can 
secure a sound and lasting trade position in one way and one 
way only, and that is by being able to offer wanted goods at 
acceptable prices”’ (p. 50). In the forthcoming trade negotia- 
tions “‘ we should press for a system that is as open and truly 
international as possible ’’ (pp. 54-5). 

“We must not regard the difficulties we fear in getting 
sufficient export markets as the central problem round which all 
international plans must be made to revolve. In due course 
we shall have to work hard, like everyone else, to secure required 
markets. Meanwhile we have the Loan to see us through the 


awkward transitional period ” (pp. 57-8). 
R. G. HawTREY 
London. 


Income : an Introduction to Economics. By A.C. Piaov. (Lon- 
don: Macmillan, 1946. Pp. 118. 5s.) 


SomE time ago, Professor Cannan entered a plea for a “‘ simpler 
economics.” He meant that there were complexities which 
should not be investigated by methods beyond easy compre- 
hension. The expression in the simplest language of the results 
of far-reaching analysis is a different thing; it is that kind of 
simplicity which this book brings back from the far country in 
which its author has travelled, and the reader feels that he has 
been there. 

There are two aspects of the study of Income; the historical, 
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meaning its growth since 1800, and the methodological, as a 
synthesis or conspectus of the whole economic problem. The 
former is now seriously affected by Bowley’s conclusion that we 
cannot rely on much exactitude before 1880, and on still less 
before 1860; and also by the antithesis of the supposed four-fold 
average increase in real income 1800-1914, and the most recent 
facts concerning consumption and nutrition. It is difficult to 
imagine the country as having been four times as badly off as 
would correspond with the facts now supplied by Orr and the 
F.A.O. As a method for bringing the economic framework 
into one focus, income study is being tried out, and this has 
changed the emphasis of economic study since Professor Pigou and 
I trod the older path by which, perhaps, we saw more of the 
country. 

I think that, in the study of the measure of income (Chap. 1), 
much is to be learned from the tax cases, especially in respect of 
the definition of what is net. Not enough use is made of this 
source. The Courts have had served up to them, and serve up 
to economists, the problem of what is ‘‘ wholly, necessarily, and 
exclusively ’’ a cost of making an income. This particularly 
applies to depreciation, or the cost of keeping capital intact, in 
respect of which the judgments have moved by their own dialectic 
into agreement with economic theory (after earlier disagreement), 
but with much illuminating detail. ‘‘ Depletion of capital in 
connection with its use in industry” (p. 4) would not meet the 
legal requirement of specific use, since an asset might appreciate 
as a saleable thing, while having specific depreciation. The 
cost of living is not a maintenance cost, since depreciation must 
be the cost of a specific income, not of any income at all. Prof. 
Pigou’s suggestion to define depreciation by insurable costs has 
not been taken in law. 

As regards transfer income (Chap. 1), its contractual nature is 
what seems to make it income in law, since the law is fond of 
attention to regularity. A service rendered at one time may 
have a delayed settlement. A country which has waged only 
successful war may take a different view of the service from one 
which has lost a war. Transfer taxation is the most onerous of 
taxes, since it does not use up resources (which is what resources 
are for), and has therefore no productive oifset to its restrictive 
effect as a tax. The nation does not “ get back”’ part of the 
transfer by taxing it, any more than it gets back part of what it 
pays to the Civil Service. The whole transfer is fully effective 
ae a tax on the whole community, including the rentiers. 
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The problem of fluctuations (Chap. 6) is reduced, so as almost 
to collapse, into a choice between what Fisher called “ starters ” 
of variations, and the simple tracing of the course of variation. 
There are several theories of starters, while many others are only 
tracings. The third way out was Cassel’s piece of arithmetic, 
which did not distinguish fluctuation from casual variation. As 
regards the remedy by public works, we go back to Say, who 
clearly stated it. It was not possible for him or Adam Smith to 
mention those developments which we heard so much of in the 
public schemes of the Lloyd-George agitation to conquer un- 
employment, since railways, telephones, and electrification did 
not then exist; Say and Smith gave all the list they could then 
give. If we have been far behind in plans of public develop- 
ment, the special opportunity which such a lag offers should not 
be combined with a reflection on private enterprise because of its 
liability to depression ; since it was bound to get jammed if public 
enterprise had not given due support. It is nearly a century since 
Mill said that laissez faire should be the “ general rule ”’; the first 
Socialist government announces 20% of national industry, and 
80% of private enterprise, as the proper balance; and 80% is a 


very good definition of a general rule. 
D. H. MacGrecor 


All Souls College, 
Oxford. 


Studies in Economic Dynamics. By M. Katecxi. (London: 
Allen & Unwin. 1943. Pp. 92. 5s.) 


In this volume Mr. Kalecki presents five essays—three of 
them published for the first time—containing a new exposition of 
his ideas, which in broad outline will already be familiar to 
readers from his earlier writings. The essays deal with the 
determinants of national output, income and income distribution, 
with the interrelation between long- and short-term interest 
rates, with business-cycle theory, and with the trend around 
which economic activity fluctuates. 

In his discussion of national income and its distribution, the 
author reaches surprising conclusions, which are shown to be 
implied in some of the most plausible assumptions of Keynesian 
economics. He shows capitalist income to be uniquely deter- 
mined by capitalist consumption and investment; whereas 
aggregate output is seen to be a simple function of capitalist 
income and the average gross profit margin. The gross profit 
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margin in its turn, and with it the distribution of income between 
labour and capital, is shown to depend mainly on the average 
degree of monopoly in the economic system, and not on factors 
like marginal productivity or the rate of profit on capital. The 
argument implies that under perfect competition gross profits 
would be zero, and not only would capitalists’ earnings be nil, 
but overhead costs could not be covered either. This paradoxical 
result, however, is more likely to shake the reader’s confidence in 
the concept of perfect competition and the orthodox theory of 
pricing than in the author’s argument and assumptions. 

In the essay on interest rates the liquidity preference theory 
of the short-term rate of interest is illustrated by a statistical 
derivation of the demand curve for money, in the form of a regres- 
sion of Treasury-bill rates on the velocity of circulation. The 
theory that long-term rates are determined by the expected 
average of short-term rates is also tested statistically: by a 
regression analysis of discount rates and the yield of consols, 
averaged over selected intervals of time. The presentation of 
the theory is elegant and the coefficients derived plausible; but 
the reviewer cannot help suspecting that the plausible results 
have a lot to do with the somewhat arbitrary choice of the 
averaging intervals and of the excluded “ intervals between the 
intervals.” 

The most important among the essays is the one dealing with 
business-cycle theory. Dr. Kalecki’s business-cycle theory, well 
known from his earlier publications, explains the business cycle in 
terms of the interaction of two main determinants of investment : 
the stimulating effect of higher activity and incomes, and the 
depressing effect of an increasing stock of capital equipment. In 
the present volume the author restates this theory in improved 
form. The main determinants of investment are broken down 
into their component factors, and the use of algebraic symbols 
enables the reader to keep track of the different factors and of the 
nature of their influence on investment and business activity. 
Also remedied here is a serious shortcoming of the earlier versions 
of the theory: the instability of the amplitude of the business 
eycle. While in many ways Dr. Kalecki’s theory is the most 
convincing explanation of the business cycle, in its earlier form it 
showed the degree of damping (or anti-damping), and hence the 
amplitude of the cycle, to be a very sensitive function of the 
parameters of the system, which seems to be contradicted by 
experience. The first attempt to remedy this shortcoming of 
Dr. Kalecki’s theory was made, I believe, by Mr. Kaldor, who has 
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shown that the amplitude of the business cycle is stabilised by 
the fact that the influence of incomes on investment and of invest- 
ment on incomes (the multiplier effect) vary with the phases 
of the cycle—being weakest at the top of the boom and the 
bottom of the depression. Dr. Kalecki’s argument in the vclume 
under review is very similar, except that he neglects variations in 
the multiplier and pins his main argument on the entrepreneur 
being cycle-conscious, and hence more cautious in his investment 
decisions after a prolonged boom than at the beginning of it. The 
reviewer feels that the argument would have been rendered more 
convincing by a shift of emphasis and a more complete discussion 
of all the factors that tend to keep the amplitude of the cycle 
stable. 

The last essay in the volume breaks new ground in being the 
first theoretical analysis of a dynamic long-run trend, its deter- 
minants, and its relationship to the pure business cycle. 
Capitalists’ consumption, rentiers’ savings, population growth, 
labour productivity and innovations are among the determinants 
of trend discussed. The author is very pessimistic about the 
investment stimulating effect of population growth, which he 
regards primarily as an increase in unemployment exerting its 
influence by depressing money wages, and thus lowering interest 
rates. Effective demand will not rise as a result of population 
growth, because the working classes are assumed to spend all they 
earn independently of the number of their children, while the 
capitalist class has presumably no share in the population 
increase. In his discussion of the effects of innovations on capital 
accumulation and employment, Dr. Kalecki argues that in 
addition to their stimulating effect, innovations also have a dis- 
couraging effect on investment. The latter seems to be due to 
technical progress giving rise to the expectation of a faster rate of 
obsolescence; but the depressing effect of this is shown to be 

. weaker than the stimulating effect of innovations in a progressive 
economy. It is to be regretted that this interesting subject is 
treated in so summary a fashion. 

In general, one may say that the book whets rather than 
assuages the reader’s appetite. It contains many more ideas than 
can be adequately discussed within the compass of its ninety 
pages, but to the intelligent reader this should be a stimulus rather 
than a source of dissatisfaction. 









































TIBOR SCITOVSZKY 
Arlington, 
Virginia. 
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The Theory of Economic Progress. By C. E. Ayres. (Chapel 
Hill: The University of North Carolina Press, 1944. Pp. 
viii + 317. $3.00.) 


Tus is a most refreshing book. Clarence Ayres is probably 
the last of the pure Veblenians; indeed, I think he is to-day the 
only faithful one. Unlike so many of Veblen’s disciples, he has 
not become wholly concerned with statistical and descriptive 
studies which, in spite of their supposed realism, are often com- 
pletely lifeless. He has continued the radical and critical tradi- 
tion of the master; and in this book he is still labouring to 
persuade his readers to adopt “a new way of thinking about 
economic problems.” It is easy, in the present circumstances, 
when real economic problems of all kinds are almost overpowering, 
to be scathing about a book which is so patently written from 
the isolation of the study. But, as one who has come into con- 
tact with Ayres’s students, I can testify to the immensely stimu- 
lating effect which his teaching and writing have on the best of 
the younger generation. Ata time when textbooks on elementary 
principles are justly in disrepute, let this book be read and used 
widely as an antidote both to the sterilising effects of the teaching 
of traditional principles and to the confusion which results so 
often when teaching is confined to specific problems. 

This book is divided into three parts, of which the first, and 
much the best, is a critical description of the classical tradition. 
The second contains an analysis of economic behaviour on the 
basis of Veblen’s categories; and the third a positive attempt to 
construct new principles of value and welfare. The second 
section is a very good restatement of the principal tenets of 
Veblen, using fresher and more up-to-date illustrations. The 
third section, however, is somewhat disappointing, and, in par- 
ticular, when Ayres attempts to translate these doctrines into 
specific analyses of economico-political problems, the result is 
somewhat thin. 

The first part, in spite of its brilliance, contains much that is 
wrongheaded. To suggest that the classical obsession with price 
is due to a “‘ trauma ”’ which can only be understood by the use 
of psycho-analytical methods is sheer nonsense. This contrasts 
with such striking and significant formulations as the one on page 
37, that the discovery that all prices were linked made it very 
tempting to assume that the resulting price system had some 
human, social and moral significance. The analogy of the social 
harmonies with the harmonies of nature, now outgrown by the 
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natural sciences, is an example of the really brilliant phrases so 
frequently found in this book. 

In the third section the concept of capital is analysed. It is 
rightly described as the dominant institution and idea of our 
social order. Capitalism itself is regarded as ‘“‘a theory of 
authorship,” developed, so Ayres maintains, in order that we 
may be able to avert our eyes from the embarrassing spectacle 
presented by the great inequality of incomes. Business enter- 
prise is looked upon as the supreme author of modern civilisation 
(p. 47), and from this view there flows an extremely acute analysis 
of the whole structure of ideas connected with ‘“ time preference,” 
“ abstinence,” “ saving.” 

In the same section there are some admirable comments upon 
the theory of the “ round-about process’ in which “ the whole 
going concern of industrial society may be mistaken for the 
pecuniary advances of the capitalist’ (p. 55). The style of this 
section is particularly reminiscent of Veblen at his best—it cer- 
tainly is free from the prolixity of Veblen at his worst. 

Finally, the theory of value inherent in any natural order 
philosophy is examined. There is not much, perhaps, here that 
is new; the general line is that common not only to Veblenians, 
but to other radical critics of traditional economic theory. But 
the exposition is novel and the style attractive: the statements, 
for example, on pages 84 and 85 relating to wants as social habits 
and the assertion that if the economy has any meaning at all it 
is the job of the economist to discover it. To seek that meaning 
solely in an analysis of price is rightly rejected by Ayres, not 
only because no true meaning is to be found in it, but because 
it is often made an excuse for reviving the whole transcendental 
metaphysics of natural order philosophy. 

The second section, as I have said, is on purely orthodox 
Veblenian lines. Here we find the standard definition of econo- 
mic life as including activities both of a technological and a 
ceremonial character. The economist is made responsible for 
analysing the distinction between them and to expose the quality 
of this basic Veblenian dichotomy. There are some admirable 
examples throughout the remainder of this section of the peculiar 
nature of the progress of technology, based on an analysis of the 
many instances when novel combinations of existing materials 
and devices have led to great inventions. 

The brief historical summaries of the dichotomy between 
industrial evolution and ceremonial patterns—whatever one may 
think of the concept as such—are extremely well done; and in 














yur 


rder 
shat 
ans, 
But 
nts, 
bits 
Il it 


not 
ause 
mtal 


ydox 
ono- 
id a 
. for 
ality 
‘able 
uliar 
f the 
rials 


ween 
may 
nd in 











1946] AKERMAN : EKONOMISK TEORI 455 


the chapter on technology and institutions the conflict as it 
presents itself to-day is well stated. 

The final section, as I have already said, is somewhat dis- 
appointing. Professor Ayres is an admirable critic and a lucid 
expositor of Veblen; indeed, he is a disciple who can carry 
farther his master’s work. In his first two chapters many critics 
of the present economic system and of its theory, even if they are 
not followers of Veblen, will not find much with which they will 
have to quarrel. But Professor Ayres’s more positive prescrip- 
tions regarding the strategy of progress will sound at best simple, 
at worst misleading. Nevertheless, this is a book to be heartily 
recommended. Here and there it is irritating, but even where it 
is so it provides a powerful stimulus to independent thought. 


Eric Routt 
Washington, D.C. 


Ekonomisk Teori. I. De Ekonomiska Kalkylerna. 1939. Pp. 
286. II. Kausalanalys av det Ekonomiska Skeendet. 
1944. Pp. 661. By J. Akerman. (Lund: C. W. K. Gleerups 
Forlag.) 

ProressoR JoHan AKERMAN, taking a sceptical view of the 
basis on which his Swedish colleagues have attempted to build 
up the structure of economic dynamics, has consistently held 
that a new approach is necessary. In the ambitious work under 
review, he sets out in detail his criticisms of the trend of economic 
thinking and the reformulation which he proposes. 

The argument may perhaps be summarised as follows. Static 
theory, with all its modern refinements, remains very much a 
descendant of the eighteenth-century concept of a “ natural 
order.” Everyone recognises that this is no more than a first 
approximation. There have been important extensions of this 
narrow framework—for example, the introduction of ‘“ anticipa- 
tions ’’ with the object of stating the conditions of a ‘“‘ dynamic 
equilibrium.’’ Then there is the work of those interested in the 
dynamic problem conceived as a sequence of events through time, 
involving such questions as elasticities of reaction. Using quite 
different tools, the inductive researchers have looked for statis- 
tical uniformities in the history of business cycles. But despite 
all this, economic science still has a skeleton in its cupboard. 
There is a fundamental dualism between theory and reality, 
And Professor Akerman can see only one wa y out of this dualism. 
In his view, one can arrive at a satisfactory analysis of causation 
only by concentrating on changes in the economic structure of 
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society and the changes in motive lying behind them. The 
calculations of the individual subject are strongly influenced by 
the institutional framework; and it is not sensible, for example, 
to apply to a semi-planned economy the assumptions about 
behaviour which fit a laisser-faire society. 

The first volume of this work begins by re-examining the 
philosophical background of economic thought, and then goes on 
to show the kind of restatement of economic principles which is 
necessary in the light of current institutional and structural 
developments. The second volume contains an exhaustive survey 
of statistical facts about business cycles. Taking a wide historical 
sweep, the author concludes, among other things, that five out of 
eight cases of international crisis in the business-cycle period 
reviewed were due mainly to the disturbance of war. He sug- 
gests that this has not been adequately appreciated by economists. 

One cannot but admire the wide learning and stimulating 
comment which characterise this work. Many readers will feel, 
however, that the author has failed to prove his case. Even the 
least charitable critics will agree that economics did not do badly 
under the stern test of the recent war. Though Professor Aker- 
man’s demand for a complete reformulation may not be justified, 
much of the argument used to support his scepticism deserves 
careful consideration. 


Cardiff. 


BRINLEY THOMAS 


Industrialisation and Foreign Trade. (Geneva: League of Nations 
(London: Allen & Unwin), 1945. Pp. 167. Paper-bound 
7s. 6d.; cloth-bound 8s. 6d.) 


THE recent League of Nations studies of Hwrope’s T'rade and 
The Network of World Trade emphasised the importance of the 
industrial countries in world trade, and the importance of trade 
between industrial countries in the world trade-pattern; Mr. 
Hilgerdt who was mainly responsible for them, now turns to a 
comparative and historical analysis of the relation between the 
growth of manufacturing industry in different countries during 
the last seventy years and the growth of trade—especially of trade 
in manufactures. Nothing could be of greater interest at the 
present time, and nothing could be more admirable than the 
approach to the problem through a massive research into sources 
for indices of trade, manufactured output, and price. 

It is certainly important, however, that its conclusions should 
be scrutinised with great care, if only because, like those hinted 
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at in Mr. Hilgerdt’s earlier works, they are full of comfort for old 
industrial countries like the United Kingdom. It may therefore 
be best in a short review to enquire into the nature of this comfort 
rather than to range over the whole field surveyed—which is a 
wide one, including among other things an interesting discussion 
of the process of industrialisation in relation to its institutional 
background. 

What, in the first place, are the quantitative relations which 
the author succeeds in establishing? They may be summarised 
as follows : 


(i) International trade in manufactures did not increase 
as fast, proportionately, as manufactured production from 
the 1870’s until about 1900, but thereafter increased faster 
until 1914. After 1918 trade in manufactures emerged in a 
permanently lower relation to output, but the two increased 
almost equiproportionately until 1929, after which they 
diverged sharply. 

(ii) For countries of about the same size, per capita 
output of manufactures and per capita imports of manu- 
factures are positively correlated. 

(iii) Between about 1870 and 1930 there is a fairly close 
correspondence between imports of manufactures and manu- 
factured output for most of the important countries con- 
sidered separately. Divergences appear to coincide with 
changes in economic policy—apart from the biggest diver- 
gence of all, which was that associated with the war of 
1914-18. 

(iv) Between the 1890’s and the 1920’s those countries 
whose industrial production grew fastest increased their 
imports of manufactures faster than the average. 

(v) Until as late as 1926-9 the older industrial countries 
were increasing their net exports of manufactures, and some 
of the countries in an earlier stage of industrialisation— 
including Russia, Australia, Spain, and Finland—were 
increasing their net imports of manufactures. 


On these facts the author concludes that, in conditions of 
normal economic growth, industrial development is usually not 
likely to cause a reduction in the import of manufactured articles, 
and that danger to the interests of the older manufacturing 
countries lies in disturbances to trade—such as wars and break- 
downs of the mechanism of multilateral exchange—rather than 
in the growth of manufacture, as such, in other countries. He 
gives, moreover, a number of analytical arguments to support this 
view—as, for instance, that industrialisation of backward coun- 
tries generally goes with an opening-up of communications, so 
that most of the new industrial output is absorbed by entirely new 
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channels of internal trade; while primary production is algo 
stimulated, expands, and becomes more readily available for 
international commerce. 

Much of this is undeniable as a matter of history. It is a 
matter for closer enquiry, however, how far the circumstances of 
industrialisation—wars and breakdowns of trade apart—may 
cause it to take different forms with widely different effects on 
trade. The opening up of a naturally wealthy new territory under 
conditions of reasonably free trade certainly involves both 
industrial development and a great expansion of international 
commerce; it is far less certain that trade in manufactures will 
increase when primary-producing countries already commercially 
opened up find it convenient or possible to engage in manufacture 
more than formerly. 

One condition which clearly stimulates such countries to 
manufacture goods which they have hitherto imported is an 
adverse change in the terms of trade, and it may be significant 
that the two notable periods of such changes—from the later 
1870's to 1900, and the depression of the 1930's, besides 1914-21— 
were periods in which trade in manufactures decreased sharply in 
relation to output of them. It is a commonplace, too, that the 
spread of education and modern institutions decreases the differ- 
ences on which much national specialisation is built. Fifty years 
ago, every advance in manufacturing technique increased the 
degree of specialisation, because such advances could be applied 
only in a minority of countries; now, however, they can be applied 
in a large and ever-increasing number. The rise of cotton in- 
dustries near both to the sources of material and to the big tropical 
markets, replacing older industries situated far from both, is 
typical of much perfectly normal economic development which is 
to be expected. The advance of techniques also diminishes com- 
parative cost differences in many instances; alternative methods 
of satisfying a given want increase, and very often common and 
cheap materials are substituted (with the help of capital and skill, 
which are themselves becoming more widespread) for local and 
scarce ones. Perhaps it would be useful to enquire how much of 
the decrease of trade in relation to output between 1914 and 1939 
was due to the normal operation of these factors, rather than to 
war, depression, autarky, and difficulties with the mechanism of 
payments. Certainly it would be wise to consider how far they 
might affect normal economic development in the next decade or 
two, even with trade-barriers lower than they have been of late. 
To call attention to these considerations, however, is not to 
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detract from the excellence and usefulness of Mr. Hilgerdt’s 


study. 
A. J. Brown 
London. 


International Economic Co-operation. By J. ‘TINBERGEN. 
(Amsterdam : Elsevier, 1945. Pp. 208.) 


Tuts is an English translation of a book written mainly during 
the occupation of Holland, with a postscript added in the autumn 
of 1945. It is not an essay in econometrics. Except for a few 
passages, such as the interesting appendix on Professor Graham’s 
case for protection, it is written in a simple style, with a laudable 
attempt to illustrate the argument, wherever possible, by statistical 
tables, charts and orders of magnitude. 

Professor Tinbergen’s analysis of the facts and theory of inter- 
national economic relations leads him to advocate a policy very 
broadly, apart from a difference of emphasis discussed below, in 
line with the Bretton Woods agreements and the Proposals for 
Consideration by an International Conference on Trade and Employ- 
ment. He strongly advocates an international economic centre 
and a curtailment of national sovereignty, so as to prevent 
arbitrary and unilateral limitations of international trade and 
financial transactions and arbitrary changes in rates of exchange ; 
he lays great stress on co-operation in trade-cycle olicy, and 
believes in international measures to reduce the ris. of inter- 
national lending and to control cartels. Failing wide international 
agreement on these lines, but only as a pis aller, he would favour 
collaboration by the Western European countries, including our 
own. 

While many will agree with Professor Tinbergens’ general 
conclusions, there will be fewer, I think, who can accept every 
detail of his arguments. 

In some cases the reader might be more easily convinced if he 
could consult the Dutch publications to which Professor Tinbergen 
refers—and some of these references are tantalising to the British 
reader. Thus when he argues (p. 156) that there is a maximum 
value, at any one time, for a country’s exports—which is not very 
much greater than the existing value—he starts from a statistical 
finding (the reference is given on p. 50) that the elasticity of 
demand for a country’s export products is often about two. He 
then assumes implicitiy that the demand curve for exports is a 
straight line (any percentage reduction in price from the initial 
level causing twice as great a percentage increase in the quantity 
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exported). From these premises it follows easily that the maxi- 
mum value of exports is only 12}% above the initial level. But 
do the statistical calculations establish that the demand curve for 
exports is a straight line, which means a rapid fall in the elasticity 
of demand as exports increase? If not, the possibilities of increas- 
ing the value of exports by lowering their price may be much 
greater. 

Apart, however, from any statistical proof, most readers will 
agree that there is quite likely to be a maximum value of a 
country’s exports in terms of foreign currency. They will also 
concede the possibility that no rate of exchange can be found at 
which exports (including invisibles) are sufficient to cover imports, 
This is certainly true of the United Kingdom in the immediate 
future, and possibly in the long run as well. Having stressed this 
point—that the rate of exchange may be a bad regulator of 
equilibrium in the balance of payments—one might have expected 
Professor Tinbergen to concede that there may in these circum- 
stances be a case for the restriction of imports. But he appears to 
argue instead that a country can achieve equilibrium in its balance 
of payments, without restricting imports, if only it will maintain 
what he calls “ monetary equilibrium.” This, he says, “ means 
the same as the carrying out of a correct trade cycle policy.” 
Now, monetary equilibrium seems to be defined broadly as a state 
of affairs in which the national income equals consumption plus 
net investment at home plus long-term foreign investment. In 
these circumstances it is clear that movements of gold and short- 
term capital taken together will be nil, that in this sense there will 
be equilibrium in the balance of payments, and that, in the absence 
of a flight of private capital, the monetary authorities will suffer 
no loss of reserves. But surely monetary equilibrium so defined 
does not necessarily mean full employment; on the contrary, the 
only way of achieving such a “ monetary equilibrium ” and so 
equilibrium in the balance of payments, without import restric- 
tions, may be by a reduction in the national income and in 
employment below the maximum level. 

A “correct trade cycle policy,’ in other words, will not 
necessarily, by itself, secure equilibrium in a country’s balance of 
payments, as Professor Tinbergen seems to argue; although, of 
course, an international agreement to maintain high and stable 
levels of employment can help to preserve such equilibrium, if it 
can once be achieved, by preventing severe fluctuations in the 
demand for a country’s exports. 

Professor Tinbergen’s analysis naturally makes him impatient 
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of any form of import restriction imposed to maintain equilibrium 
in the balance of payments. Why, he asks, all this talk in Britain 
of the possible need to restrict imports, just because we have to 
make large payments on account of the debts we have incurred ? 
If only we can maintain full employment, there will be no balance 
of payments problem; and in any case, with full employment, 
any purchasing power diverted from imports will be directed to 
the home market, thus curtailing the supply of exports by an 
amount exactly equal to the reduction in imports—a rather 
sweeping generalisation for which no proof is given. 

Even if Professor Tinbergen’s analysis were correct, it is most 
unlikely that countries would enter into an international agree- 
ment to abolish or limit import barriers unless escape clauses were 
provided, as in the rules of the International Trade Organisation, 
for countries which could not otherwise balance their payments. 

In general Professor Tinbergen would, I think, like all govern- 
ments to agree not to interfere with international transactions: 
he seems to believe that such agreement might be forthcoming from 
each country if there were a guarantee that all other countries 
would follow suit. But pre-war exeprience should have taught us 
to give a different twist to proposals for international economic 
co-operation. We do not want general prohibitions, but pro- 
hibitions of wnwarranted measures—be it currency depreciation, 
import quotas or what you will; room must be left for measures of 
this kind that are warranted, particularly on balance of payments 
grounds. 

Criticism of a few short passages in Professor Tinbergen’s work, 
which are not always echoed in other parts of the book, must not, 
however, detract from the welcome that it deserves as an eloquent 
plea for international economic co-operation and a stimulating 
essay in the economics of international trade. We shall look 
forward to his study of ‘‘ Business Cycles in the United Kingdom, 
1870-1914,” which is promised shortly by his publishers. 


G. D. A. MacDouGaLL 
Wadham College, 


Oxford. 


Changes in Income Distribution during the Great Depression. 
Studies in Income and Wealth, Vol. VII. By H. Menpzrs- 
HAUSEN. (New York: National Bureau of Economic 
Research, 1946. Pp. xviii + 173. $2.50.) 


Tuis book should be read by all who are interested in the 
facts about short-period changes in the size distribution of in- 
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comes. It is widely believed, principally on the basis of American 
income-tax data, that year-to-year changes in income inequality, 
as measured by Pareto’s constant, tends to vary with the level 
of total income, prosperous years being those of greatest in- 
equality. The writer shows that this is by no means the whole 
truth, and, indeed, that over that part of the range in which the 
majority of incomes lie inequality tends to be highest in years 
of low income. 

The principal evidence on which this conclusion is based is 
taken from the Financial Survey of Urban Housing, which pro- 
vides information on the joint distribution of family incomes for 
1929 and 1933 in a number of cities. The returns for thirty- 
three of these cities are analysed in this volume : they distinguish 
between tenants and owner-occupiers. 

Mr. Mendershausen first considers the relation between the 
mean income of the sample for each city in 1929 and 1933 and 
shows that there is a tendency for high-income cities to have 
smaller income declines than low-income cities. He then pro- 
ceeds to a detailed examination of the Lorenz curves for each 
city for the two years. From this examination it appears that 
there is a tendency for incomes to be more unequal in 1933 than 
in 1929, except at the higher end of the income scale. In terms 
of the Lorenz curves, this means that the curve for 1933 lies 
farther from the diagonal line representing perfect equality of 
incomes than does the curve for 1929, until a point usually about 
two-thirds of the way up the cumulative percentage of total 
income is reached. At this point the curve for 1933 crosses the 
curve for 1929, and thus lies closer to the diagonal line. This 
result, which represents the general tendency not everywhere 
observed, is checked by investigations into the distribution of 
incomes in the states of Delaware and Wisconsin and in Germany. 
The data for Wisconsin and Germany lend further support to the 
above thesis, but for Delaware the Lorenz curves do not cross 
one another. 

The next problem examined is the change in inequality 
within the upper group of incomes. Three possibilities are con- 
sidered : first, that the share of the top incomes in the total 
income of the upper group increases—in this case their share in 
total income must increase a fortiori; second, that the share of 
the top incomes in the total income of the upper group decreases, 
but at a slower rate than the share of the upper incomes in total 
income increases—in this case, again, their share of the total 
income will increase; and finally, that the share of the top 
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incomes in the total income of the upper group decreases at a higher 
rate than the share of the upper incomes in total income increases 
—in this case their share in total income will decline. It is shown 
that on evidence here presented the first and the third possibilities 
are most frequently realised, the first in the case of tenant samples 
and the third in the case of entire city and owner samples. 
Further evidence concerning changes in income inequality in 
the lower group of incomes is provided from U.S. old age and 
survivors insurance data. This evidence indicates that incomes 
became somewhat less equally distributed between 1937 and 1938 
and somewhat more equally distributed between 1939 and 1940. 
Various suggestions are made as to the reasons for the observed 
changes in income inequality. The reasons suggested for the 
increase in inequality within the lower group of incomes as general 
activity declines are: first, the increased importance of the 
income gap between employed and unemployed as unemploy- 
ment becomes more important; second, the uneven incidence of 
unemployment between skilled and unskilled occupations, and 
third, the changes in wage differentials between low- and highly- 
paid workers. As regards inequality in the upper group of 
incomes, an explanation is sought in the cyclical behaviour in 
the types of income receipt most characteristic of this group. 
The final part of the text is concerned with an examination of 
the shifts of position of individual families within the income 
distribution. Information is provided on the extent to which 
the original order of incomes is disturbed as time goes on, and 
reasons are suggested why these changes should take place. 
Three appendices are given, the first providing additional 
information about the data, the second providing a cross-classi- 
fication of 1929 and 1933 incomes for each of the thirty-three 
cities covered by the Financial Survey of Urban Housing, and 
the last dealing with measures of income inequality. Attention 
is drawn in the course of the book to Part II of Volume V of 
Studies in Income and Wealth, in which a great deal of informa- 
tion is provided about available income distributions, and also 
to the valuable tabulations of incomes provided in the Wisconsin 
and Delaware studies. Attention may perhaps also be drawn 
here to the large-scale investigation of Minnesota incomes in 
1938-9 in view of the great amount of information it provides 
on the distribution of income. 


RICHARD STONE 
Department of Applied Economics, 


Cambridge. 
No. 223.—vouL. LVI. 
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Deficit Spending and the National Income. By Henry H. 
VittaRD. (New York: Farrar and Rinehart, Inc., 1941 
Pp. 429. $3.50.) 


For reasons that were no fault of the author, Professor 
Villard’s book comes somewhat belatedly for review in this 
JOURNAL. Its pages reflect the intense interest and controversy 
aroused throughout the economic world by the appearance of 
Keynes’s General Theory of Employment, Interest and Money. 

Parts I and II of this book are theoretical, the former dealing 
with the causation of the trade cycle along broadly Keynesian 
lines, though with modifications which in some cases at least 
would appear to be improvements; while the latter deals with 
the concept of the multiplier as developed by Kahn, Keynes, 
J. M. Clark, and others. The value of this theoretical discussion 
does not lie so much in the putting forward of new and original 
theories, as in the very careful critical analysis and comparison 
of the different lines of approach made by economists of the 
* neo-classical”? and Keynesian school in recent times. Special 
attention may be drawn to the treatment of income, savings and 
investment in Keynes’s T'reatise on Money as compared with 
his General Theory; the réle of “ hoarding,” or the holding of 
capital balances, in particular with reference to a stock-market 
collapse; the importance of period analysis; and the whole of 
the lengthy and thorough discussion of the nature and varying 
significance of different types of multiplier. All this is carried 
out on a high level of reasoning, and is careful, critical, but 
unbiassed. 

Part III deals with the actual experience of deficit spending in 
the United States after 1933, with the aim of discovering how far 
an inductive study of the available figures can throw light on the 
extent to which the national income of the United States was in 
fact increased on balance as a result of Government expenditure. 
Cautious though Professor Villard is in what he deduces from the 
evidence, it would seem doubtful whether some of it can bear 
even as much weight as he attaches to it. Not only are the 
issues involved exceedingly complex, but estimates of changes in 
the component parts of the national income, etc., are subject to 
such wide margins of error that the subjective element with 
regard to the selection and weighting of material almost in- 
evitably becomes of preponderant importance. 

In Part IV Professor Villard sums up briefly the conclusions 
at which he has arrived on the basis of his theoretical analysis 
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and of the evidence which he has marshalled in the immediately 
preceding chapters. In general he is an advocate, though a very 
moderate one, of deficit spending as a means of coping with 
cyclical depressions, but is inclined to prefer the method of heavy 
taxation of incomes which reach levels where there is a high 
propensity to save, in the case of secular depressions caused by a 
shortage of investment opportunities; for he holds that a con- 
tinuously mounting internal debt brings with it evils which it 
would be unwise to ignore. Even with regard to cyclical depres- 
sions he does not over-rate the possibilities of deficit spending, 
and he comes down to earth with an interesting account of the 
role of housing in relation to the volume of private investment. 

Professor Villard inspires confidence by the moderation and 
modesty with which. he traverses these controversial fields. He 
makes no profession of opening new avenues of thought, but his 
book is an honest attempt to cope with important theoretical and 
practical issues. It may be commended, both to those who teach 
economics and to their more advanced pupils, as a guide (though 
not an easy one) to some of the intricate and abstruse problems 
in analysis with which modern trade cycle theory has to deal. 


C. W. GuILLEBAUD 
St. John’s College, 


Cambridge. 


La bonne monnaie. LEssais sur la monnaie et les échanges. By 
Ep@arkD Partin. (Paris: Librairie du Recueil Sirey, 1945. 
Pp. 457.) 


In La bonne monnaie, M. Patin, a Rumanian financial journ- 
alist, discusses the lessons to be drawn from the monetary 
experience of recent times. His book gives evidence of wide 
reading, and he has an intimate knowledge of the works of 
writers on monetary problems in the eighteenth and nineteenth 
centuries, though he would appear to be less familiar with the 
work of the modern Swedish-Keynesian school. The index of 
authors (the only index) contains eighteen references to Keynes, 
but apart from a passing mention of the doctrine of liquidity 
preference, the extracts quoted are mainly taken from his 
journalistic writings, and by careful selection Keynes is even 
made to appear in the unfamiliar réle of a deflationist. 

For M. Patin the only sound money is that which is based on 
gold, and he defends the gold standard with all the fervour of a 
religious zealot: any departure from the gold standard is bound 
to bring the most condign punishment in its train. He castigates 
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with equal severity the organised inflation of Soviet Russia and 
the monetary manipulations of Schachtian Germany. In the 
case of the latter his objections are based partly on the ground 
that Schacht enabled Germany to prepare for war, and partly 
that he brought in a managed currency, exchange controls, ete. 
The contention that the Nazi financial system inevitably led to 
war may be justified in terms of political realities; but M. Patin 
appears to regard this conclusion as equally inevitable on economic 
grounds, which is a much more disputable proposition. It may 
be also suggested to M. Patin, as well as to other observers of the 
economic systems of Soviet Russia or Nazi Germany, that no 
general conclusions are likely to be satisfactory which fail to take 
into account the crucial factor of the tempo of economic change 
in the two countries. 

So far as the post-war world is concerned, M. Patin would 
have us flee at all costs from a devaluation which would leave 
intact the inflated debt and currency structures which are the 
legacy of the war in all countries. He would have us proceed to a 
drastic elimination of the excess money before settling down toa 
new international gold standard with rigidly stable exchanges; 
but whether this is to be achieved by a capital levy or in some 
other way, he does not say. 

Reduced to its barest essentials, the main question with which 
M. Patin is concerned throughout his book is whether mankind 
can handle successfully, in the long run, any other monetary 
system than that of an international gold standard. He is 
quite convinced that it cannot, and he may be right, though 
the experience of Sweden, and indeed of the whole sterling area, 
seems to afford some ground for optimism in this respect. But 
if he is right, it will not be because the gold standard alone is 
intrinsically sound, while any other currency system is intrin- 
sically unsound, on economic grounds; but because the practical 
working of a managed standard will always sooner or later bring 
with it evils and abuses which will harm the economic system and 
deprive it of even that modest degree of stability of the standard of 
value that was enjoyed by the world in the nineteenth century. 
In other words, the political economy of a monetary standard may 
suffer from the economics of that standard. 

M. Patin writes with a very lively and vigorous style; he is 
never dull, and is usually stimulating even where he may fail to 
convince those who do not share all his views. The English 
reader in particular should profit by being made to realise how 
very different the consequences of, for example, the devaluation of 
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sterling in 1931, can appear to an intelligent continental observer 
in contrast to the attitude usually adopted in this country. 


C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 


La restauration économique de la Belgique. Transition vers une 
économie de paix. (Brussels: Baude, 1944. Pp. 177.) 
Retour a Véquilibre économique. Profits, fiscalité et prix. By 

HENRI SOLENTE. (Paris: Recueil Sirey, 1944. Pp. 232.) 

At the end of 1940 a group of Belgian economists and civil ser- 
vants began to study the problems of the economic reconstruction 
of Belgium, which would arise when the war was over. Their 
conclusions were conveyed secretly to their Government in London, 
and have now been published in this volume in the form which 
they had reached in April 1944. 

In general the recommendations propose the retention of a 
very considerable measure of State control over all aspects of 
economic activity during the early post-war period, with a gradual 
relaxation as conditions improve and become more normal. 
Private enterprise should remain the basis of the whole system, 
but should be made to conform to a general direction in the 
interests of the country as a whole. The report has little to say 
about the monetary position, but a strong wish is expressed to 
avoid the evils of both inflation and deflation and to achieve a 
stability which would not destroy the value of the money holdings 
of small savers. 

With regard to budgetary policy, there should be an Ordinary 
and an Extra-Ordinary or Capital Budget; the latter being 
concerned mainly with the finance of such public works as may be 
desirable for their own sake or as a regulator of the flow of invest- 
ment throughout the economy as a whole. The national debt, 
of which a considerable proportion is productive, had only doubled 
to the end of 1943 and could be carried by the increase to be 
expected in the national income. The proceeds of special taxation 
of war profits might be used for the reduction of its amount, but 
the proposal for a capital levy is discussed and rejected. 

After some interesting recommendations in the sphere of 
social policy, the final section of the report advocates the adoption 
of a customs union with the Netherlands, which is held to be both 
feasible and desirable. 

The general tenor of the document is hopeful, and this opti- 
mism may be said to have been borne out by the events of the 
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last twelve months, though the shortage of coal—a consideration 
which does not seem to have been envisaged in the report—has 
played an important rdéle in retarding the recovery of Belgium. 

M. Henri Solente also sets out to produce a post-war economic 
policy for his country—in this case, France. He writes with the 
background of an engineer rather than of an economist; though, 
as he is a man of ability and has thought deeply on the problems 
at issue, he has much to say that is of interest, and a young 
economic research worker might find a promising theme if he 
were to follow up some of M. Solente’s ideas and suggestions. 
M. Solente’s own interests are, however, severely practical. A 
study of the economic difficulties through which France passed 
in the inter-war period, especially since 1931, has convinced him 
that there were two root causes of her ills—firstly the disappear- 
ance of the profit margin owing to the divergent movement of 
prices and wages, and secondly, the excessive proportion of the 
national income absorbed by taxation. With the aid of a few 
calculations based on simple algebraic formulae (beloved of most 
engineers who write on economic matters), he is prepared to 
establish for the future the correct levels of prices and wages, the 
due and proper relation of the national debt to the national income, 
the maximum permissible level of taxation, etc. It is significant 
that his book is entitled The Return to Economic Equilibrium, 
and he regards it as axiomatic that, because France was pros- 
perous at certain earlier periods, this was due to the economic 
relationships of prices, etc., prevailing at those times. Restore 
these relationships and the system will once again function 
satisfactorily. The realities of economic phenomena and the 
complexity of their causal connections are however such that the 
application of M. Solente’s formulae would be likely to produce 
results very different from those which he so confidently expects. 
It is on different lines from those put forward in this book that 
we must look for a solution of the problems with which France is 
faced in the reconstruction of her economy. 

C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 


Précis des Mécanismes Economiques Elémentaires. By CHARLES 
Rist. (Paris: Librairie du Recueil Sirey, 1945. Pp. 378.) 


On the morrow of the armistice of June 1940, Professor Rist 
set himself to write a book that should help the regeneration of 
his country. The project was one that he had entertained before 
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the war. Most of his young compatriots leaving the secondary 
schools knew next to nothing of the economic workings of a 
modern community; the teachers who would willingly have 
found a place for economics in their upper forms lacked a book on 
which to base their courses. Such a book Professor Rist has now 
provided. It is not an “ introduction to economics,” of familiar 
scope: the author has taken his task to be only to describe 
“how things do in fact happen,” and this he does by way of a 
study of markets—produce markets, capital and money markets, 
foreign exchange market—together with the two great develop- 
ments out of which they have arisen, the growth of monetary 
institutions, and the diversification of output. The object, in a 
word, is to expound the division of labour, national and inter- 
national. How much there is here that can be told without 
abstraction, or hypothesis, and yet is new to the sixth-former; 
and how many errors fall by the way ! 

Yet since the purpose of theory is to explain the working of 
these mechanisms, it is* hard to describe them, and especially 
those of money, without at least having some theory at the back 
of one’s mind. Here I think the English reader is likely to notice 
two points at which the theory that underlies Professor Rist’s 
account differs from his own. The first is in the description 
of the banking system: Professor Rist holds that the banks lend 
only what is deposited with them. That the purchasing power of 
the public can be increased by the banking system he states 
explicitly ; but when the banker makes an advance in the form of a 
book entry, the borrower, he says, must be conceived as having 
exercised his right to draw cash, which he then redeposits with the 
banker: so that what the banks are really doing is only to make 
cash circulate more rapidly. The other point appears in the 
treatment of savings and interest. For Professor Rist, savings 
are what is spent out of income either on assembling new equip- 
ment or (their principal application during a depression) on 
acquiring the title to existing equipment, and they are to be 
distinguished both from hoarding and from the funds, withdrawn 
not from income but from circulation, in which the money market 
deals. The rate of interest is fixed in that part of the capital 
market in which new loans are offered against new savings, and the 
rate established here is then used to capitalise the yields of existing 
assets. 

Though Professor Rist sets himself to avoid raising questions 
of policy, his work is permeated by a strongly held conception of 
what are the dominating economic forces. He sees the economic 
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history of the last hundred and fifty years as above all a process of 
increasing diversification ; and this is just the total outcome of a 
myriad individual energies, constantly promoting changes, 
forming new exchange relations, developing new institutions. 
Decrees may go out from Cesar Augustus, but what will persist 
depends on “ the silent plebiscite ’ of the common man about his 
daily business: paper money has passed away again and again 
because of the universal desire for a metallic money ; international 
trade has been impeded by deliberate restrictions, and yet we find 
it taking on ever new forms in response to the ever new develop- 
ments of technique. ‘‘ Nothing better deserves to hold the 
attention of historians and economists than this contradiction 
between the spontaneous development of the economy and the 
publicised tendencies of opinion and legislation, between what is 
the real social evolution and what it is the fashion to wish for and 
foster.” This is not the reading of economic history that runs 
current in the day of a new social order, but, right or wrong, it isa 
long view. It seems to me an achievement in the scholarly 
tradition that Professor Rist, writing during the occupation, 
should have fixed his gaze clear beyond the momentary turmoil. 


E. H. Poetrs Brown 
New College, 


Ozford. 


La Localisation des Diverses Productions. By LAURENT DECHESNE. 
(Brussels: Les Editions Comptables, Commerciales et 
Financiéres. Pp. 239.) 


THERE are few all-round text-books on the Localisation of 
Industry, and Professor Dechesne’s volume in the Bibliothéque 
Générale des Sciences Economiques is very welcome. His “ lay- 
out ” is most systematic and clear. Chapter I gives a brief (and 
occasionally somewhat acid) review of previous theories. Chapter 
II, taking localisation to arise from the physical separation of 
production from consumption, formulates the problem as the 
balancing of the economy of large production in a given place and 
the cost of the long “ circulation ’’ of materials to that place 
and of products from that place to the consumer. This formula- 
tion is consistently referred to throughout the book, and the useful 
words “‘ adduction,” or inflow of materials, and ‘‘ écoulement,” or 
outflow of products, occur, as indicating the basic costs of localisa- 
tion, like a continuous refrain. 

Chapters III to VI then analyse industries into four diverse 
types from the standpoint of localisation: the extractive 
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‘ 


industries; industries “ rooted’ to extraction (e.g., agricultural 
processing and heavy metal conversion); industries emancipated 
from the heavy costs either of “‘ adduction ”’ or “‘ écoulement ”’ and 
free to seek skilled labour or cheap motive power; and industries 
that must still reside near the consumers. To these four types 
already standardised in Anglo-American parlance as extractive, 
tied, footloose and residentiary, Professor Dechesne adds in 
Chapter VII a fifth case of manufacturing where (as in mountain 
valleys) inflow and outflow are both so costly that the element 
of transport must be negligible as against workmanship and 
quality. ‘The Swiss watch and precision instrument industries are 
examples. 

Chapter VIII then considers original factors in the localisation 
of particular industries in some given place, such as the presence 
of raw material or types of water, and derived factors occurring 
where localisation persists by inertia. And Chapter IX tackles the 
hitherto somewhat uncharted location factors in the linkage 
between industries. After this point chapters are somewhat more 
isolated in their subject matter, but XII has a fundamentally 
important discussion of the size of the market, and XIV brings in 
political factors in localisation. Chapter XVI is a succinct 
résumé of the whole argument; there follows a long bibliography, 
including many articles in the Economic JouRNAL, but from which 
are missing E. Hoover’s study of localisation in the American shoe 
industry and Dennison’s T'he Location of Industry and the Depressed 
Areas. 

If a constructive criticism may be made to add to the logical 
clarity of this book, it is that the discussion of linked industries in 
Chapter IX is mixed up with two other and separable problems, 
that of the general localisation of industries in large towns, and 
that of future trend. The facts and explanations of general 
localisation as an economic advantage in itself anywhere, and/or 
as an advantage at some particular places like traffic hubs, is 
worthy of a chapter parallel to the chapters about the facts and 
advantages of localisations of particular industries anywhere or 
at some particular places. And the trends are worth separate 
study in the homogeneous concentration of a single industry; in 
the mixed concentration of linked heterogeneous industry; and 
in industry as a whole. 

In his preliminary chapter Professor Dechesne attacks earlier 
writers for being too theoretical and abstract, and claims to con- 
form more to reality. This does not mean, however, that he starts 
out comprehensively with all the facts he can observe and measure 
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before proceeding to generalise. He attempts no statistical 
measurement of the localisation of all, or indeed any of the 
‘diverse’ industries, and industries are mentioned merely to 
illustrate the points he ‘“‘ deduces from experience.” In short, 
Professor Dechesne is more realistic than some of his predecessors 
only in so far as he takes more factors into account. This book 
is thus a contribution to clear, logical and all-round exposition 
rather than to a new inductive, more realistic, method of 
approach. 
P. SARGANT FLORENCE 
The University, 
Birmingham. 


Small and Big Business. By JosErH STEINDL. (Oxford: Basil 
Blackwell, 1945. Pp. v + 66. 7s. 6d.) 


Tuis first monograph of the Oxford Institute of Statistics 
combines a theoretical and statistical approach to the “ economic 
problems of the size of firms.’”’ Its statistics are drawn exclusively 
from American sources, such as the U.S. Census of Manufacturers, 
and the author has made good use of the data summarised in the 
monographs of the Temporary National Economic Committee. 
The general conclusion is the relative efficiency of large-scale 
organisation and the determining role played by technical progress. 

The conclusion from the statistics leads naturally to the theo- 
retical expectation that, in competition, large industrial organisa- 
tions will overcome small organisations, the process ending up 
inevitably in a concentration of output and the establishment of a 
monopoly position. Marshall denied the inevitability of this 
ending, owing to his belief in the ultimate decay (like that of the 
old trees in the forest) of an entrepreneur’s faculties or of his 
liking for energetic work, and in the ease with which newer firms 
(like the young trees) could, e.g., by borrowing capital, replace the 
old. In his very first chapter Mr. Steindl tackles this famous 
analogy of the trees in the forest. Two categories of points are 
attacked : (1) Marshall’s methodology—the framework or model 
of the economic world he sets up; and (2) the facts within this 
framework. On the facts Steindl is certainly right in his criticism. 
There are strict limits’ to borrowing by small entrepreneurs, and 
the decay of the entrepreneur’s faculties does not, in the era of 
joint-stock companies and permanent combines of companies, 
play a paramount role. Indeed, one might go farther than 
Steind!, and say that the owner-manager entrepreneur is in most 
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staple manufactures so unimportant that he should to-day not 
be referred to at all in economists’ arguments. 

But Marshall, thinking and writing in late nineteenth-century 
England, can hardly be blamed—though his successors should be 
—for basing his views on the real forces then at work. And 
Marshall’s methodological framework still seems to me of great 
value in interpreting current forces; its realism is not fully 
appreciated by Steindl. Marshall grasped how complicated the 
reality was. Size, for instance, may refer to size of firm or size 
of plant or size of an industry or market, measured in the number 
of units produced or demanded of a single commodity (to which 
the law of increasing return usually refers) or a wide range of 
commodities. And the precise reference is vital to realistic 
argument. 

Steindl makes play of Marshall unconsciously admitting the 
imperfection of markets. But the fact that the demand for 
“manufactures which are adapted to special tastes’ (to which 
the passage quoted from Marshall refers) is limited, e.g., by trans- 
port and communication costs, is inevitably due to the geographi- 
cal scatter of consumers of a single commodity or narrow range of 
commodities not in common use. Indeed absence of transport 
cost limits to size is practically inconceivable and was not (see 
Principles, Ed. 6, p. 325) conceived by Marshall. A perfect market 
assuming such absence becomes as unreal and useless a basis for 
argument as the perfectibility of man. In fact transport costs 
are an ever present limit to the size of plants (though not firms), 
and to the number of units of a commodity produced in any one 
place; Mr. Steindl should mention them in his general Survey of 
Factors, Chapter IT. 

Though Mr. Steindl’s development of theory in the light of 
statistics is naturally of great interest to the economist, this book 
has the practical end in view of shaping national policy on the 
problem of the small man. Chapter VI, on the factors making 
for the continued existence of small firms (here including transport 
costs) is admirably concise and to the point. In the final chapter 
(VII), Mr. Steindl rejects anti-trust legislation as a policy, but 
thinks the small man’s hope must rest on a full employment 
policy, co-operation (e.g., in purchasing materials) and in govern- 
ment measures to overcome financial disadvantages. It is 
indeed on the problem of capital intensity (Chapter III) and the 
financial structure of firms (Chapter IV) that Steindl produces the 
most original theoretical work. In explanation of the statistical 
findings of Professor Crum his theory confirms the conclusion 
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(p. 47) that though small corporations are more likely to make 
losses, they take “ higher risks in exchange for the chance of 


increased profit in case of success.” 
P. SARGANT FLORENCE 
The University, 
Birmingham. 


Prospects of the Industrial Areas of Great Britain. By M. P. 
Focarty. With Introduction by G. D. H. Cole. (London: 
Methuen & Co., 1945. Pp. xxxv + 492. 32s.) 


THE main body of this book summarises the results of regional 
surveys, conducted on behalf of Nuffield College by local investi- 
gators, into the “ extent, effects, and probable permanence of the 
redistribution of industry and population brought about by the 
war.” The treatment is very uneven. At best there is a concise 
picture of the industrial structure of the region concerned; at 
worst there is a dreary desert of arid facts, with little attempt to 
distinguish the significant from the trivial. 

The chief danger of the method of regional survey is that of a 
limited approach, with neglect of matters which are of vital 
importance for the economy asa whole. This danger has not been 
avoided ; for example, there is no discussion of mobility of labour 
as a means of adjustment to industrial change, the surveys being 
conducted on the implied assumption that each region is a self- 
contained unit. It might have been expected that this serious 
deficiency would have been supplied in Mr. Fogarty’s introductory 
chapter on general trends and his short final chapter of conclusions. 
But his treatment of this question is incidental and sketchy— 
which is perhaps characteristic of a discussion of location of 
industry which neglects the idea of cost. 

After a short preliminary chapter which, with the help of 
elaborate tables, shows the position of prosperous and depressed 
areas before the war, Mr. Fogarty sets out to assess the probable 
permanent effects of the war. He presents a miscellaneous 
collection of material, the relative availability of which seems 
partly to determine the emphasis given to the topics discussed. 
There is almost no attempt at systematic analysis; what Mr. 
Fogarty says on one matter might be applied to the whole: 
“Tt is possible to extract from the confusion a few somewhat 
uncertain generalisations; but it is clear that too much reliance 
should not be put on them.” Mr. Fogarty’s main conclusion is 
that “ so far as it is possible to forecast prospects with any degree 
of certainty, pre-war trends are unlikely to be reversed; they may 
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change their speed or relative importance, but are unlikely to show 
an entirely different type of pattern ’—which for incisiveness of 
thought and clarity of style can be matched with the statement in 
Professor Cole’s introduction: ‘‘ The war-time pattern of industrial 
development will necessarily influence the post-war pattern; and 
because of it pre-war trends will not be exactly resumed in any 
area. But, in the absence of deliberate re-planning, it seems 
unlikely that this factor will be of more than secondary importance 
in most regions, though there are particular places in which it is 
likely to be of primary importance in any event.” 

The main theme, supposedly emerging from the surveys, is 
the need for “comprehensive planning”; from any argument 
which is presented, it would be more correct to state that this is 
the primary postulate. In his introduction, Professor Cole makes 
it clear that this comprehensive planning means the fitting of 
employment opportunities to available labour supplies in the 
most elaborate and intricate detail; it is only in this way that we 
shall get a “ balanced system of full employment,” for which the 
proposals of the Government White Paper are quite inadequate. 
Mr. Fogarty, however, is a bit uneasy (he has had to examine the 
matter in rather more detail). He states that ‘‘ the need is not 
only for planning in all parts of the country; it is also for com- 
prehensive planning designed to deal as a whole with the problems 
of each region of the country generally,” and this apparently 
means detailed control of the distribution of industry. Yet when 
he comes to consider what would, to use the current terminology, 
be called “ positive ” proposals, all that we are to have is “ some 
sort of loose-fitting scheme of mutually consistent directives ”’ 
(thus is comprehensive planning made “ flexible”). This is the 
crux of the matter; it is easy to talk of the need for planning, 
comprehensive or otherwise, but it is not so easy to determine 
the detailed objectives, nor to forecast, and allow for, all the 
possible developments which might well make nonsense of the 
best-conceived plan. Mr. Fogarty’s own “principles” are 
mostly of the order that ‘‘ somebody” should work out the 
objectives and make the forecasts—‘‘ it must be the duty of some 
national authority to take (sic, make?) on the one hand an 
estimate of the probable rate and direction of development in each 
industry, and on the other an estimate of the probable condition 
and needs of each region, and to compare the two and extract 
from them, in the light of all the relevant considerations,”’ etc., 
ete, 

This does not get us very far, and it cannot be said that the 
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aim of the Survey—‘ to provide some solid grounds from which 
future plans can start’’—has been achieved. The factual 
material which has been collected with so much labour makes 
the book useful for reference, though defects in presentation 
demand that it should be used with caution. But a discussion 
which hardly gets beyond reiteration of vague objectives (“‘ com- 
prehensive planning,’ “ balanced industry,” “ positive action,” 
etc.) contributes little to that understanding which is essential 
if policy is to be more than a succession of clumsy makeshifts 
with results which may be as unfortunate as they are unexpected. 
S. R. DENNISON 
Gonville and Caius College, 
Cambridge. 


The Organisation of Electricity Supply in Great Britain. By 
H. H. Batu. (London: Electrical Press, Ltd., 1946, 
Pp. xv + 323. 21s.) 

TIMELY as is this book, with nationalisation in prospect, 
the publishers’ claim to the first full account of the growth and 
problems of electricity supply is too sweeping; there have been 
other writers in this field, vide the incomplete bibliography of the 
book itself, originally a doctorate thesis. One aspect only is 
treated in detail: the legislative framework within which the 
industry’s organisation had to develop. The publishers “ desire 
to say frankly that they are not always in sympathy with the 
author’s interpretation of events on the evidence presented, nor 
always in agreement with his judgment on motives when he enters 
the political field.”’ 

This unusually elaborate disclaimer prepares the wary reader 
for a bias the author has sedulously striven to control. The 
effort has left its mark on the writing, and the mere fact of 
concentration on the legislative aspect of organisation presents 
to the reader a battle panorama of political rivalry and internal 
schism—a necessarily distorted portrait of an industry having 
to its credit over sixty years of spectacular growth, of proud 
achievement in public service, and of enviable tranquillity in 
labour relations. 

Starting with municipal aspirations at the time of the first 
electricity act, Dr. Ballin analyses in well-documented detail the 
recurring struggles of the Mother of Parliaments to let out the 
legislative clothing of a child always growing faster than her most 
sanguine expectations. Technical progress constantly enlarged 
the natural administrative unit of an industry in the hands partly of 
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companies and partly of local authorities. The author reviews 
the attempts to promote larger units by local expansion, by 
regional amalgamation, and on the national scale. Throughout 
he uses the particular case of Greater London to illustrate and 
emphasise the difficulties of co-ordination. His reporting of each 
stage is on the whole well-balanced and incisive, although his 
interpretations of contemporary motive are occasionally too logical 
tobe convincing. The final chapter, setting out the considerations 
in further re-organisation, could be studied with advantage by 
legislators of every party. 
The difficulties of maintaining balanced perspective throughout 
a critical historical analysis are not altogether avoided. The 
preceding half-century of troublesome water-supply legislation 
(a strong formative influence in the first electric lighting act) 
is barely mentioned. His. view that ‘ municipal trading is 
collectivism par excellence ’’ devotes undue length to the municipal 
trading controversy while ignoring the practical barriers to pro- 
gressive policy; company undertakings had to deal with our 
parochial mosaic of local government, and local authority under- 
takings were forced into the mould of a cumbersome committee 
procedure and accountancy structure protecting the ratepayer 
rather than facilitating long-term planning by a trading concern. 
Reliance on over-laudatory post-war reviews has coloured his 
account of electricity in the first World War. Munition needs, 
he says, “‘ entirely depended on the speedy provision of power. 
As electric generating stations existed in all parts of the country, 
a supply could be obtained from them with little loss of time.” 
It is now generally accepted that the preponderance of small 
electricity supply stations compelled a large proportion of the 
munition industries to provide their own generating plant. 
The consequent delays, and the chaotic medley of technical systems 
which prevented equipment standardisation, were potent factors 
in the notorious “ shell scandal.”” The growth in private industrial 
generators revealed by the 1924 Census is some indication of the 
inadequacy of national power resources during the first war, 
realisation of which led to the war-time committees and inter-war 
reorganisation measures reviewed by Dr. Ballin. His phrase 
that “ until the end of the first World War at any rate ”’ there was 
a noticeable trend towards raising the size of plant is strangely 
out of focus; having regard to the spectacular inter-war increase 
in size, the trend had hardly started by then. 
Turning to the inter-war period, his account of the failure of 
attempts at voluntary regional co-ordination under the aegis of 
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the Electricity Commissioners does not mention the powers of 
general supply in “ unoccupied”’ parts of their power supply 
area conferred on a number of Power Companies from 1923 
onwards, which to some extent were substitutes for the abortive 
Joint Electricity Authority proposals in the 1919 Act. There 
are two references to the fall in industrial power consumption 
during the depression of 1929 to 1933. There was a fall, but of 
negligible importance—some 70 million units in 1931 only; 
industrial sales in 1933 were over 700 millions higher than in 
1929. No mention is made of a matter of greater consequence 
to the Supply Industry—the application of the derating provisions 
of the Rating and Valuation (Apportionment) Act, 1928, to 
private industrial generating plants, whereas public supply 
stations remained rateable. 

When dealing with the 1926 Act, the author states on p. 199, 
the Government accepted the responsibility of the Central Elec- 
tricity Board for the cost of frequency standardisation, while on 
p. 206 he makes clear that the cost (stated to be £19 millions, 
whereas C.E.B. accounts show only some £17} millions) is borne 
by a levy on the whole industry. The grid tariff basis is said 
to be 10 years; in fact it is “a term of years to be approved 
by the Electricity Commissioners.”” Production difficulties per- 
haps precluded reference in an April 1946 publication to the 
new uniform tariffs introduced by the C.E.B. in January— 
incidentally on a 5-year basis. Even a footnote on these would 
have added to the value of his discussion of tariff principles. 

This is not a book which can be commended wholeheartedly 
as a guide for the uninstructed student, but it is a thought- 
provoking addition to the library of an industry whose importance 
to the community merits a far more extensive literature. 

R. Y. SANDERS 
London. 


The Physical Survey of Merseyside: a Background to Town and 
Country Planning. By WitFREep Situ. (University of 
Liverpool Press, 1946. Pp. 97. 5s.) 


In this small publication there is packed a great deal of 
information at once of great interest to the geographer as well as 
to the planning expert. Mr. Smith knows his district intimately, 
and clearly has also a profound interest in it. 

He has written this book, which is part of a Report for the 
Ministry of Town and Country Planning, as ‘‘a geographer’s 
contribution to the data available to the landscape planner.” 
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Roughly two-thirds of it are devoted to a full discussion of the 
effects and significance of the geology and physiography of the 
area—which includes not only Liverpool and its immediate 
environment in Lancashire, but also much of the Wirral peninsula. 
The treatment is detailed and well presented. Whilst the relief 
as a whole is slight, the small differences are clearly of importance 
in the siting of suburbs, industries, and communications as well as 
forming interesting features in the landscape. 

The second part deals with the climate of the district. Al- 
though weather is probably the most common item in the con- 
versation of the ordinary Englishman, it is nevertheless usually 
not understood even in general terms. The reader of Mr. Smith’s 
book will find a great deal of real interest on this topic: aspect, 
altitude, nearness to the coast and other factors—all in a limited 
area—are all shown to be of real significance. In a sense the 
subject of micro-climatology is introduced : generalisations may 
be made about the climate of Lancashire and Cheshire, but they 
will not explain the subtle yet very definite differences that exist 
between Sealand, Bidston, Southport, Speke, Hoylake, and other 
places. Bidston, e.g., has as an average 26-2 days a year with 
ground frost, Hoylake 79-4: again the incidence of the wind at 
Southport is markedly different in February and July: land 
winds prevail in winter, whereas the sea breeze becomes important 
inJuly. These are but one or two instances : even if for no other 
reason, the general reader would do well to study this section 
in order to see how much “ weather ”’ varies even in a small 
area. 

It is no criticism of Mr. Smith to say that in a way his book 
comes too late! The Liverpool area is developed, and man either 
deliberately or casually chose the various sites which have now 
developed into this populous district. Probably he was often 
quite unconscious of the exact significance of the geology and of 
the climate, although commonsense would dictate a reasonable 
answer in most cases. What we really want is such a survey as 
Mr. Smith has made before we develop our new towns. He has 
shown us clearly the importance of a careful analysis: his 
precepts should be applied to districts yet to be developed, so that 
the best is made of them. 

It is a pity that the maps were not more elaborate: fully 
coloured maps would certainly have increased the price, but, on the 
other hand, they could have made the author’s points far clearer. 
Presumably his full report to the Ministry will be accompanied 
by large-scale maps. This point, however, is important: until 
No, 233.—voL. LvI. LL 
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the general reader becomes more conscious of the value of maps of 
all sorts, the difficulties of planning cannot be fully realised. 

This little book deserves to be widely known. All readers who 
are prepared to study it will find much of interest init. Naturally 
it will appeal most to those who know the Liverpool area, but it 
should serve as a useful general guide to any other locality. If 
those responsible for local government could be assumed to have 
access to such a compendium as this for their own particular 
district, a great deal of benefit to the whole country would soon be 
apparent. 

































J. A. STEERS 
St. Catharine’s College, 
Cambridge. 


The Economics of Housing. As presented by Economists, 
Appraisers, and Other Evaluating Groups. By Laura M. 
Kinessury. (New York: King’s Crown Press (A Division 
of Columbia University Press), Oxford University Press, 
1946. Pp. x + 169. 16s. 6d.) 


READERS of this book should be warned to pay attention to the 
sub-title. The book is entirely on the subject of valuation of 
real estate. It does not deal, as the main title would suggest, 
with such things as demand for houses, rents, cost of building 
and the like. 
Within these narrower limits, the book arrives in this country 
at a timely moment. A Bill on Compensation and Betterment is 
brewing as a sequel to the Uthwatt Report, which recommended 
the nationalisation of development rights in undeveloped land. 
As the Uthwatt Committee recognised, the assessment of com- 
! pensation is bound to raise difficult problems of valuation. Simi- 
' larly, the Chancellor of the Exchequer recently announced that 

local authorities may possibly, at some future date, be permitted 

to levy rates on site values. From both these points of view, the 

book will be eagerly scanned for guidance on the practical problems 
i arising. 
; The result of such scrutiny is, however, meagre. On the first 
point—the valuation of development rights—the author cuts 
herself off from making any contribution by a persistent belief 
that the ‘concrete valuation in money terms ’’—as distinct 
from ‘“ Marshallian abstract value,’’ which she scorns—must be 
based on existing use value. ‘‘ Only a land value based upon the 
existing type of residential use can possess any cogency for 
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research into the cost and values of housing considered as an 
organic thing, that is, considered from the consumer viewpoint ”’ 
(p. 135). This is cryptic and unconvincing. 

On site valuation, the value of the argument is much reduced 
by a confusing belief that the residual valuation of land—i.e., 
deducting the value of the building from the composite value— 
is wrong, because it treats the site as more important than the 
building, whereas in fact the building is usually more valuable 
than the site. This is quite erroneous, even though Dr. Kingsbury 
has the Underwriting Manual of the Federal Housing Ad- 
ministration on her side. The site is valued residually because 
it is the specific (rent) factor in the combination which cannot be 
produced at will. This has nothing to do with quantitative im- 
portance. Her own favourite principle of “ratio valuation ” 
must be rejected as incompatible with economic doctrine. 

Two-thirds of the book consist of an examination of the views 
of “representative economists’ on the subject. While Dr, 
Kingsbury has good excuse for not being acquainted with the 
important work of Spiethoff in this field (his Boden und Wohnung 
is still waiting for translation), there must be extreme regret 
that in her study of “ representative economists” she did not 
penetrate to Wieser’s Social Economics. Wieser is the economist 
who has advanced the theory of urban land values more than any 
other, and a good deal of Dr. Kingsbury’s analysis and research 
has been anticipated by him. 

In her criticism of economists, Dr. Kingsbury has no difficulty 
in showing that the theory of urban land values was much 
neglected and suffered from being treated as a ‘‘ junior partner ”’ 
of agricultural land values. This long after urban land had become 
the senior partner in economic importance. Dr. Kingsbury also 
succeeds well in bringing out the internal inconsistencies and 
contradictory use of terms typical of a neglected field. 

Some years ago, in reviewing the Uthwatt Report in this 
Journal, Mr. Austin Robinson threw out a challenge for an 
explanation of the alleged element of “ float’ in land values. 
This book confirms that the answer seems to lie in the professional 
valuers’ preference for valuation by analogy (the ‘‘ comparison 
method ”’). If all land is valued by land which has actually been 
sold, this will lead to float, since land which is sold is likely to be 
nearer development or redevelopment than other land. There is 
also the interesting suggestion by one of the valuers whose views 
are discussed that actually buyers of land may pay extra stamp 
duty in order to use the extra stamps as evidence of value in a 
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future sale! (p. 107). It would be interesting to know whether 
anything of this sort has happened in this country as well. 

The “ other evaluating groups” whose views are considered 
include the accountants, tax assessors, architects, housing 
managers and governmental housing agencies. Their combined 
views fill only seventeen pages, and they do not add anything 
useful. 

The author states, rather disarmingly, that her study arose 
*‘ out of various blunders which the writer, though a teacher of 
economics, had made in attempting to own a couple of cottages ” 
which were finally sold at a loss. It must be a long time since 
people had occasion to mourn losses from selling houses ! 

H. W. SINGER 
The University of Glasgow. 


Standardised Accountancy in Germany. By H. W. Srnaer. 
(National Institute of Economic and Social Research: 
Occasional Papers, V. Cambridge: University Press, 1943. 
Pp. 68. 6s.) 


Dr. Srncer’s paper gives us a useful idea of the German 
attempt to impose a uniform system of accounting over the 
greater part of German industry. As one might expect, it was 
a system which laid particular emphasis on the record and 
analysis of operating costs. The basis of the system was a Model 
Chart and Plan of Accounts. The “ Model Chart of Accounts” 
was uniform for all industrial and trading firms, while the “‘ Plan 
of Accounts ” was uniform only within each branch of industry, 
but both were interrelated by the simple expedient of adding to 
the plan further subdivisions of the model chart with the inten- 
tion of keeping the general headings of the chart identical for 
all firms. 

It seems that the model chart had ten general headings. 
Heading 0 contained the Resting Accounts—that is, those accounts 
which did not directly enter the profit and loss account; e., 
fixed capital assets and long-term liability accounts. Heading | 
contained what British accountants would call the Current Asset 
and Liability Accounts, emphasising liquidity; with this im- 
portant exception: that stocks of materials were isolated under 
Heading 3, while work in progress, covering both semi-finished 
and finished parts, was dealt with under Heading 7. Heading 2 
contained the adjustment or reconciliation accounts; Headings 
4-6 were assigned to the analysis of costs, and dealt with such 
matters as the allocation of costs to production centres and to 
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production units. Heading 8 dealt with operational revenue, and 
finally, Heading 9 took in the balance sheet and profit and loss 
account—that is, the financial accounting documents. 

It seems that there was a sharp distinction between so-called 
workshop and financial accounting. Apparently it represented 
a definite attempt to separate the plant as a technical unit from 
the business as a commercial unit, and moreover it claimed to 
separate the real costs of production from the money costs. Dr. 
Singer tells us that the purpose of the separate workshop account- 
ing system was to have a set of figures from which all outside 
monetary variations in market prices or even transfer prices, 
wage rates, interest rates and suchlike items were completely 
removed. In point of fact, it was a system of quantity account- 
ing in terms of fixed prices. The idea was not altogether new, 
though what the German system did introduce was a separate 
adjustment account, the main function of which was to reconcile 
the workshop and financial accounts. 

At this time of day it may be said that any attempt to plan 
the direction of a country’s resources with the aid of statistical 
information presented in forms drawn from accounting technique 
is not without its wider relevance. In the field of applied 
economics national or social accounting is fast becoming a matter 
of primary importance, and most governments are now seeking 
to base their policies on a proper understanding of the structures 
of national economies. A mature system of national accounting 
must ultimately call for some aggregation of private accounting 
results, and there must be no impediments occasioned by lack of 
uniformity in private accounting practices. Thus, as national 
accounting develops, private accounting will need to devise some 
conforming uniformity not only in relation to the design of private 
accounts, but also to the principles of income measurement and 
asset valuation. 

But this is only one side of the picture, for, as Sir Henry Clay 
writes in his preface to Dr. Singer’s paper, ‘“‘ whenever by any 
means the test of productive efficiency imposed by competition 
in a free market is removed, a comparison of costs of different 
concerns becomes the only guide to 2n economic price, and such 
& comparison is impossible without standardised accounts.”’ 
Thus the German administration first developed their system as 
a method of price control, but it seems they also found it a 
valuable instrument for enforcing economy and raising efficiency 
by the device of setting prices in relation to the costs of the most 
efficient enterprises. 
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As we read through Dr. Singer’s exposition of the German 
system, we do see what a highly detailed affair standardised 
accounting can become, and when it is pursued with characteristic 
German energy to the lengths which he describes we can begin 
to detect some limitations, especially when standardised forms 
are so rigidly applied over the whole range of industry that they 
fail to pay proper regard to essential technical differences between 
individual firms. Nevertheless, there is much to be learned from 
the German system, and both economists and accountants will 
do well not to neglect Dr. Singer’s paper. 

F. SEWELL Bray 
London. 


A Short Economic History of Modern Japan. By G. C. ALEy. 
(London: Allen & Unwin, 1946. Pp. 200. 10s. 6d.) 


Tus work is likely to remain for some time the best intro- 
duction to the subject in the English language. Its chief short- 
coming as history is the limited documentary source material in 
‘Japanese on which it is based, but against this a number of weighty 
points are to be counted in its favour. It is the work of an able 
professional economist who lived in Japan from 1922 to 1925 and 
again in 1936, who is personally acquainted with many of the 
Japanese factories and industries of which he writes, and who has 
specialised for some years in Great Britain as well as Japan on 
questions of industrial structure and organisation. The result isa 
more reliable and better-balanced study than might have been 
made by a student of wider learning in Japanese written materials, 
but without the analytical equipment and field experience of the 
author of this work. 

The economic history of Japan is illuminating not merely to 
students of the Far East, but also to students of what is called, in 
the jargon of post-war reconstruction terminology, “economic 
development.”’ The international agencies and committees 
concerned with this subject will need to study carefully the actual 
process by which “ development ”’ has taken place in countries 
which were late starters in industrialisation. There is no uniform 
pattern of development and no simple formula to guide them in 
the distribution of scarce funds among those who wish to borrow. 
The borrowing of funds is only a part, though an important part, 
of the process of development. Japan’s net borrowings of funds 
abroad were quite modest, particularly when account is taken of 
the funds absorbed in naval and military use and of wastage of 
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Japanese loans in China, in proportion to the economic results 
achieved. It is arguable that they were less important than her 
borrowings of the services of school and university teachers, 
engineers, mechanics, navigators, and other skilled personnel, 
either by bringing them into the country or by sending their own 
students to learn from them abroad. 

The processes of domestic formation of capital in countries in 
the early stages of industrialisation are also worth careful study, 
and Professor Allen’s earlier chapters throw some light on them in 
relation to Japanese history. The conclusion that might be 
drawn is that borrowing abroad needs to be accompanied by the 
establishment of institutions at home to encourage the growth of, 
and draw into the right channels, domestic capital accumulation, 
and that these institutions should be adapted in each case to 
local conditions. In future international operations account might 
well be taken of this in reaching decisions on applications for loans 
and in specifying conditions attached to loans. 

There are a number of other points in Japanese economic 
experience which are directly relevant to contemporary inter- 
national economic questions. 

The war-time impetus to industrialisation in undeveloped 
countries outside Europe will no doubt give the infant industry 
argument a prominent place in the international conference on 
trade next year, and the question may arise whether exceptions 
should be allowed for infant industries in slashing tariffs and 
quantitative restrictions. Japanese history is clear on this point. 
Tariffs played no significant part in the earliest stages of industrial- 
isation and only a moderate part later. Quantitative restrictions 
were not used in the earlier stages, and later were used only for 
reasons of war economy and balance-of-payments difficulties. 
Infant industries were aided directly by extensive subsidies, and 
sometimes by establishment of Government plants in the early 
stages. Those methods seem wholly preferable to tariffs and 
quotas: not only are they less likely to disrupt international 
economic relations, but they are a more adaptable instrument 
than tariffs, and can be used with less sacrifice of the stimulus of 
external competition than quotas involve. 

The discussion of the effects of the Great Depression and the 
economic policies of the Minseito Government just before and 
during it is well balanced. Professor Allen stresses the disastrous 
political effects of deflation, but points out that the spectacular 
recovery later was aided by the elimination during the depression 
of much inefficiency and unsound growth. This seems well 
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substantiated, and raises the general question what would be the 
effect of continuous full employment on efficiency. 

Professor Allen’s interpretations of Japan’s aggression in the 
thirties runs sharply counter to that of neo-marxism. “ The root 
of Japanese imperialism,”’ he says, “is certainly not to be found 
in economic causes ”’ (p. 153). And in his summing up he says, 
«| . , An immense field of industrial expansion lay before her; 
but she turned aside from it to pursue other ends” (p. 160). 
Professor Allen does allow for a number of economic events as 
contributory factors. In general, however, his analysis would 
lend support to the views of Clapham expounded in the opening 
part of the third volume of his history on capitalism in relation to 
war. Though I do not think it is practicable to separate clearly 
economic from non-economic influences on national policy, I 
think that Professor Allen’s interpretation fits the facts more 
closely than do the fashionable supposedly Marxist interpreta- 
tions or the views of some American liberals on the alleged réle 
of cartels and the zaibatsu in originating wars. However, the 
question is too complex to pursue in a brief review. 

On a number of other important aspects of this work space 
will not permit comment here. Professor Al'en’s book should be 
read carefully by all who are concerned with present policy and 
administration in Japan and with its future development; and, 
in addition, by economists generally for the light it throws on 
economic questions which are significant not only for Japan, but 
also for all areas which are faced with the problems of developing 
industries and commerce to meet the needs of a growing population. 

E. F. PENROSE 


New York. 
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NOTES AND MEMORANDA 


REPORTS ON THE IRON AND STEEL INDUSTRY 


THE recent White Paper ! contains three separate reports : one 
by the B.I.S.F. covering the manufacture of steel and of basic and 
hematite pig iron, and two by the Joint Iron Council (an ad hoc 
body representing foundry pig iron manufacturers and the Council 
of Ironfoundry Associations), respectively on the production of 
foundry pig iron and the production of iron castings. 


THE STEEL REPORT 


This is much the best and most important report of the trilogy. 
Though the full details of the schemes for individual plants are 
relegated (p. 13) to an unpublished appendix, the Report is 
reasonably specific in its recommendations, and also adds much to 
the published information on the present state of the industry. 
Moreover, though its proposals are in certain aspects highly 
controversial, it is far from timid, both in presenting its case and 
in the general tenor of its recommendations. As to the latter, 
for instance, it plans to increase raw steel capacity from 14 to 16 
million tons a year, with an appropriate complement of rolling, 
forging and casting facilities; it recommends a rate of capital 
expenditure as high, even allowing for price changes, as the 
best inter-war years and much longer sustained (p. 35); and it 
proposes that a large proportion of obsolete equipment should be 
scrapped (p. 25) and the loading of plant drastically rationalised 
(p. 27). 

The most controversial aspects of the Report are the attitude it 
takes to the allied questions of industrial location and the inte- 
gration of successive stages of production. 

In its treatment of the former question, the Report distinguishes 
(p. 24) sites under three headings : coastal districts, with relatively 
easy access to foreign ore; sites based on the lean but very easily 
won Midland Jurassic ore; and lastly other Midland districts, 
which are definitely ill-sited for pig-iron production but are in 


1 Reports by the British Iron and Steel Federation and the Joint Iron 
Council to the Minister of Supply. Cmd. 6811. H.M.S.O. ls. 6d. 
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certain cases near to sources of suitable domestic scrap. The 
districts included under each of the three headings are :— 











Coastal. | Midland Orefield. | Other Midland. 
S. Wales. Northants. Sheffield and W. Riding. 
N.E. Coast. Lines. Lancs., N. Wales and Cheshire. 
Scotland. | Staffs., etc. 
N.W. Coast. 








It should be borne in mind that the first heading includes pseudo- 
coastal sites (such as Ebbw Vale and the Clyde Iron Works) 
which are many miles from navigable water and strictly speaking 
belong to the same genus as ‘‘ Other Midland ”’ sites. 

Although much lower total costs of production were enjoyed 
by the Midland Orefield districts before the war ' compared with 
genuine coastal sites, the Report opposes any considerable increase 
of capacity in these districts. It is admitted that (p. 12) “ cost 
considerations on balance do show some advantage to steel based 
on home ores,” but nevertheless various considerations “‘ appear 
to confine the extension of steel output on a home ore basis to a 
maximum figure of the order of an additional one million tons,” 
and this increase taken in conjunction with the Report’s other 
proposals makes little difference to the distribution of capacity 
between the Midland Orefield and other districts. Only 30% of 
new building is to be in the Midland Orefield districts, and the 
share of these districts in total steel-making pig iron capacity will 
increase only from 25%, to 28%, and in total raw steel capacity 
from 14% to 19% (Tables II and IV). The Report prides itself 
that the one million tons to be added to the steel capacity in 
Lincolnshire and Northamptonshire is 60°, of the proposed 
total net increase in steel capacity after allowing for the scrapping 
of obsolete plant (p. 25), but this is surely the wrong basis for 
comparison. 

The reasons advanced in the Report for i imposing a ceiling on 
the development of the Midland Orefield districts are :— 


(a) the difficulties attendant on moving labour to the 
districts (p. 25); 

(b) the use of the relatively lean home ore requires more 
capital equipment and more fuel per ton of pig iron produced, 
and in addition the coastal areas are well sited for getting fuel 
and scrap (p. 12); 

(c) a wide dispersal of steel production is required to re- 
duce distribution costs (p. 12); 


1 D. L. Burn, The Economic History of Steelmaking, p. 505. 
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(d) the more exacting demands made of steel in certain 
processes (of which the only alleged new process is the rolling 
of continuous strip) rules out the use of the relatively impure 
Midland ore (p. 12) ; 

(e) the reserves of suitable home ore are limited (p. 12). 

None of these reasons apart from the first (which by itself 
would surely not demand such a drastic limitation on the develop- 
ment of the Midland Orefield districts) can be accepted without 
qualification. Thus @ propos of reason (b) it would seem that the 
present prices of home and importe:' ore, of fuel and of capital 
equipment give an even greater relative advantage to a Midland 
site based on home ore than did the prices which prevailed pre- 
war, for the average value of imported ore has approximately 
trebled ! whereas the prices of hume ore, fuel and capital equip- 
ment have each approximately dcubled.2 Naturally this calcu- 
lation is far from conclusive, since present prices of ore, fuel and 
capital equipment may in no way correspond to “normal ”’ future 
conditions, but it should be noted that over and above any added 
advantages which the Midland Orefield districts enjoy due to 
changes in factor-prices there will be further advantages arising 
from the partial refining of Midland ore prior to smelting. These 
further advantages are considerable, since the ore preparation 
schemes outlined in the Report (p. 29) will reduce the amount of 
coke required to produce one ton of pig iron from Midland ore 
from the present 28-29 ewts.’ to only 20 ewts., little more than the 
target of 16 cwts. for plants using imported ore.‘ Moreover the 
trend of comparative coal mining costs seems to be unfavourable to 
some of the coastal iron and steel producing districts, particularly 
South Wales. This trend is not at present reflected in coal prices 
owing to the operation of the Coal Charges Account, which, as the 
Economist complains,’ removes one of the chief incentives to a 
more economic location of the iron and steel industries. 

Again, in depending so heavily on foreign ore—less than half 
of our ore requirements, measured in iron content, will be mined 
at home—we run the risk not merely of high import prices but 


1 The overseas trade returns show the average value of imported iron ore at 
about £1 a ton in 1936-7 and at about £3 in January-February 1946. 

2 There are no recent quotations for Midland ore, but wages (the most 
important prime cost) have increased by about 70°%,. Coal prices appear to 
have been rather more than doubled. The Report states (p. 33) that the cost 
of equipment has doubled. 

* Based on recent experience in Lincs. Figures taken from the B.I.S.C.’s 
Statistics of the Iron and Steel Industries. 

‘ The narrowing of the differential between the fuel-costs of smelting home 
and imported ore is of course partially offset by the cost of ore preparation. 

* Economist, July 20, 1946, p. 111. 
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also of exchange difficulties; it need scarcely be said that from 
that point of view it is obviously more difficult than before the 
war to rely on foreign ores. The import of 7-5 million tons of ore 
a year (p. 13) plus 250,000 tons of scrap (p. 11) may well absorb 
some £20,000,000 annually, a very considerable item which in 
present circumstances must be justified up to the hilt. 

The next point, (c), is sound except that it ignores the possi- 
bility of persuading the customer to move to a cheap steel area 
instead of retaining an ill-sited producer to supply a local market, 
Since it was the Iron and Steel Federation’s own policy of uniform 
delivered prices which destroyed the only incentive for the 
rational location of steel consumers,! it is disappointing that the 
Report does not recommend an improved pricing system. 

As to (d), the alleged unsuitability of steel made from home 
ore for rolling in continuous strip mills, it is difficult for the lay- 
man to comment. It may, however, be relevant to recall that 
the original intention of Richard Thomas was to site their strip 
mill on the Lincolnshire orefield,? and that when this site was 
rejected in favour of Ebbw Vale an essential part of the new plan 
was the development of one of the company’s ore reserves in 
Northamptonshire to provide ore for the new works. Moreover, 
the Report itself recommends (p. 15) that part of the output of 
continuous strip from Ebbw Vale should be rolled from slabs 
brought from Lincolnshire, presumably made from home ore. 
One must therefore conclude that the unsuitability of home ore 
for making continuous strip is far from absolute. 

Lastly, on the subject of the development of the Midland 
Orefield districts, is the question (e) of the ‘‘ quantity of suitable 
home ore available at an economic cost for the permanent main- 
tenance of a substantial steel industry.” The misgivings of the 
Report are certainly not entirely groundless. Already for instance 
the surface deposits are approaching exhaustion, and in both 
Lincolnshire and Northamptonshire quarrying is giving place to 
underground mining. But no quantitative assessment is given in 
the Report of the rate at which diminishing returns are expected 
to operate in the Midland orefields after the transition to under- 
ground mining,* and no comparison is made with conditions in the 
orefields in North Africa, Spain, Sweden and Sierra Leone from 
which the U.K. draws the bulk of its imported supplies. 






1 D. L. Burn, op. cit., p. 498. 2 D. L. Burn, op. cit., p. 459. 

3 This transition does not imply a great increase in costs. Thus the deposits 
acquired by Richard Thomas to supply Ebbw Vale (see above) were mined from 
the start, and acquired with that intention. 
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So far we have considered the locational problem in its simplest 
form, where completely new capacity is to be built in any case 
and the question is purely one of choosing the most advantageous 
site. However, though the Report does raise this straight issue, 
for instance by proposing (p. 19) a completely new plant on the 
Clyde for making common-grade steel, the bulk of the investment 
recommended outside the Midland Orefield districts is to take the 
form of providing balancing equipment at existing works or in 
other ways “ patching”’ plants already in existence. As will be 
shown below in a more detailed commentary on the Report’s 
proposals, very much of the patching will be to plants which are 
at a permanent disadvantage due to their unfavourable location. 
Making a very rough allocation of the total expenditure of 
£168,000,000 set out in Table I of the Report, rather less than half 
is to be on genuine coastal sites (i.e., with direct access to deep 
navigable water); 23°, in the Midland Orefield districts of 
Northamptonshire and Lincolnshire; a small amount on inland 
plants close to a good source of home scrap; and the balance of at 
least 25°,, on plants which are without question badly located. 

Clearly some defence can be made for “‘ patching,”’ even on the 
worst located of sites, for it achieves the quickest possible increase 
in capacity and it may produce the best return to a limited 
investment of real resources. Indeed, if the resources available 
for investment are sufficiently limited there is almost no case 
where “‘ patching’ would not be more advantageous to the com- 
munity than building from scratch on a new site. On the other 
hand, a community which is in a position to take a longer view 
should discourage the “ patching” of badly sited plants, since it 
attracts labour and capital to the wrong places, and therefore 
aggravates the mal-location of industry. The question to be 
answered is how far other and more pressing demands on our 
resources will allow us to plan for the more distant future. It is 
open to argument whether we can still apply the same standard 
of far-sightedness as was applied, and quite rightly, to condemn 
much of the very extensive ‘‘ patching’ which was undertaken in 
the 8 years prior to the war; but the Report does not appear to 
base any of its recommendations on the assumption that the 
aftermath of war makes it necessary to discount the future more 
heavily. Indeed, the expenditure of £168,000,000 in 7} years, 
resulting in a net increase of only 2 million tons a year in our steel 
capacity, cannot seriously be treated as a plan for urgent impro- 
visation, and the detailed descriptions of the proposed new 
1 D. L. Burn, op. cit., p. 470. 
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furnaces and mills also give the impression of re-equipment de 
luxe. 

So much for the locational aspect of the Report. Now we turn 
to an allied and even more controversial aspect, its attitude to the 
integration of processes. The advantages of integration are :— 





(a) The saving of transport and handling costs on 
transferring the material for further processing and on return- 
ing scrap metal for re-melting. 

(6) The utilisation in the finishing shops of surplus gas 
from blast furnaces and coke ovens. 

(c) The economy in fuel due to the transfer of hot material. 
(This, however, is not relevant to the two most frequent 
instances of disintegration of processes—the separation of 
billet production from re-rolling and of sheet bar production 
from sheet rolling—for the material has in any case to be 
allowed to cool to permit inspection and the removal of 
defects). 

(d) The greater continuity of metallurgical control which 
can be achieved. 


At the present time there is no other section of the industry 
as wasteful in fuel and transport as the non-integrated re-rollers 
of bars and light sections, etc., and the non-integrated sheet 
rollers. With a few exceptions these plants have equipment 
which has been out-moded (save for making certain specialities) 
by the invention of the continuous mill. In many cases they 
even lack direct access to a railway siding. The Report does 
envisage a considerable increase in the output of sheets from 
integrated works with continuous mills, but still leaves 25% of 
the total output to be rolled in works of the old type, even though 
this will “leave room for further development” (p. 26). Worse 
still, the proportion of light re-rolled products to be made in 
continuous mills is about only a half (p. 27) and the proportion 
to be made in integrated works may well be even less. There will 
in fact be only a minor change in the present division of output 
between integrated and non-integrated mills. A further transfer 
of work to integrated capacity is postponed on the ground that 
“the extent to which further concentration and integration with 
the billet mills is desirable requires careful review in relation to 
the wide range of very varied demands falling on this section of 
the industry.”’ Since the standardization of the specifications 
for re-rolled products is a desirable reform in itself, and is certainly 
practicable for far more than half the total output, “the wide 
range of very varied demands” is no excuse for not tackling the 
problem of the non-integrated re-roller. 
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The Report’s undue tenderness to the non-integrated sheet 
maker and re-roller is only one example of its inadequate attention 
to the advantages of integration. Other instances will be given 
in the commentary which now follows on the Report’s detailed 
recommendations for each region. 

In South Wales (p. 13) £41,000,000 is to be spent, which is 
nearly a quarter of the total investment recommended in the 
Report. The bulk of the expenditure is to increase the capacity 
for making hot rolled strip and for the cold reduction of this strip 
for sale as sheets and tinplate. The present capacity at Ebbw 
Vale for these processes is to be increased, despite the bad loca- 
tion of the works; and Lysaght’s continuous rolling capacity at 
Newport, which depends entirely on outside supplies of semi- 
finished steel, is also to be extended. The main addition to 
capacity, however, is a new hot strip mill, with additional pig 
iron and ingot capacity to match, to be built at Port Talbot, an 
unexceptionable site if we admit the technical necessity for using 
foreign ore. The finishing processes for this new capacity—i.e., 
cold rolling and plating—are to be carried out at Ebbw Vale, and at 
two new plants respectively near Llanelly and Swansea. This 
recommendation follows the admission that “‘ there can be no doubt 
on technical grounds and on the basis of economy that the lowest 
capital expenditure and operating costs would be attained by the 
integration of these finishing operations with the production of the 
hot-rolled strip in composite works.’’ However, considerations 
of cost are over-ruled because they would entail a “‘ movement of 
population and loss of industry in many villages and towns.”’ 

In the V.£. Coast district (p. 17), £35,000,000 is to be spent on 
building 1-5 million tons of pig-iron capacity and 1-1 million tons 
of ingot capacity, together with auxiliary and finishing equipment. 
The finishing equipment includes the much publicised beam 
mill to be installed by Dorman Long, and a new continuous 
billet mill for supplying non-integrated re-rollers in the district. 
Given the questionable premise that it is wise to locate so much 
new capacity on the coast rather than on the Midland Orefield, 
there is little to criticise in the proposals for the N.E. Coast. 
The surviving plants will be large, specialised, well equipped and 
in most or even all cases sited with direct access to navigable water. 
The continued separation of billet-production and re-rolling is 
unsatisfactory, but is defended on the ground that two of the 
re-rollers are equipped with modern mills which it would be 
wasteful to scrap and expensive to move. 

In Scotland (p. 18) only a limited expenditure will be incurred 
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on the badly sited works of the Colville group, with the exception 
of completing a blast furnace at the Clyde Iron Works (which igs 
over 10 miles from navigable water) and of replacing the steel 
furnaces at the Dalzell steelworks, which are not integrated with 
blast furnaces and are far removed even from the best local 
source of scrap—the Clyde shipyards. Most of the expenditure 
in Scotland (£29,000,000) will be on a completely new plant near 
navigable water, mainly for the production of semi-finished steel 
to non-integrated re-rollers and sheet-makers. The plant itself 
raises locational problems which have already been discussed, but 
supposing the location could be defended, there would be a very 
strong case for providing integrated finishing capacity to replace 
the present non-integrated units. 

The scheme for the V.W. Coast district (p. 21) is too small to 
call for detailed comment. 

In the Midlands (p. 20) the proposals consist of investing 
£39,200,000 on plants in Northamptonshire and Lincolnshire and 
£22,500,000 on plants in Other Midland districts. The former 
investment is unexceptionable, save only that even at the end of 
the period covered by the Report no less than three-fifths of the 
capacity of a proposed new iron and steelworks to be built in 
Northamptonshire will be devoted to supplying billets to inde- 
pendent re-rollers (p. 23). The case for adding further finishing 
capacity to the works is deferred for review as part of a “ longer 
term policy.” 

The investment in Other Midland districts can all be compre- 
hended in the term “ patching.”” The continuous sheet works at 
Shotton are to be extended and blast furnaces built, even though 
the site is recognised as a bad one, being 14 miles from navigable 
water (p. 21). Further expense is to be incurred at Irlam, an- 
other unsuitable site.1_ Lastly there are proposals for Round Oak 
and Park Gate (p. 22), which, along with the Dalzell scheme, 
share the honour of being probably the least defensible in the whole 
Report. The Round Oak works in Staffordshire are pure steel- 
works, using pig iron brought mainly from blast furnaces in the 
Midland Orefield districts. The claim in the Report that the 
works are favourably placed for scrap supplies is true, but much 
of the local scrap is poor in quality and it is in any case very doubt- 
ful whether an independent steelworks could produce anywhere 
near as cheaply as a well-sited works integrated with blast fur- 
naces. Significantly there are only two non-integrated steelworks 
—Dalzell and Round Oak—on which the Report proposes to incur 
1 D. L. Burn, op. cit., p. 442. 
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any considerable expense. In the case of Round Oak the pro- 
posed expenditure, though not quoted, must be considerable, 
since the present plant is nearly all obsolete and will need to be 
replaced. The Park Gate scheme is more modest, being merely 
for a new rod and bar mill (p. 22), though if it is to be a continuous 
mill the cost will be considerable. (If it is not to be a continuous 
mill it will merely add to the existing redundant capacity.) 
Park Gate is an integrated iron and steelworks, but, being 
located near Rotherham, is a long way from navigable water, and 
even farther from cheap Midland ore. Though noted, like Round 
Oak, for its able management, it is a small, badly sited and obso- 
lescent plant and there is little excuse for spending money on it. 

The moral to be drawn from the Steel Report is that new 
equipment, however up-to-date and expensive, is not the only 
criterion of an efficient industry. In 1953, if the Report has been 
implemented, about half the steel-making pig-iron capacity and 
nearly 40% of the steel-melting and -rolling capacity will be less 
than 7 years old and of the most advanced design, and even the 
older equipment will be the best now in existence. Yet much 
of the new equipment will have served to give still another lease 
of life to intrinsically uneconomic sites in the “‘ Other Midland ” 
and pseudo-coastal districts ; little will have been done to correct 
and much to perpetuate the present lack of integration between 
successive processes; and only one-fifth of the steel capacity 
will be capable of efficient production from home ore. 


THE REPORT ON FounpRy Pic IRon 


Perhaps the most interesting aspect of this short Report is that 
its authors, unlike the authors of the Steel Report, are not im- 
pressed by the advantages of coastal locations. On the contrary, 
we are told that the Midlands are well placed not only for the 
assembly of raw materials, but also for “ distribution to the widely 
dispersed iron foundries of the country.’’ There are, it is only 
fair to note, two minor exceptions to the general approval of 
Midland sites, the first a forecast of an increased demand for 
special irons made from imported ore (p. 44) and the second a 
caveat that it is uneconomic to supply the Scottish market with 
Midland pig (p. 43); but even so the Report’s recommendations 
will leave in the Midlands at least three quarters of the total 
foundry iron capacity and will require the use of four times as 
much home as imported ore. 

Though the Report rightly stresses the comparative advantages 
enjoyed by “‘ the Midlands,” the further advantage of being not 
No. 223.—vo.. LvI. MM 











496 THE ECONOMIC JOURNAL [SEPT, 


merely in the Midlands but right on the Midland Orefield receives 
little attention. The present mal-location of foundry iron 
furnaces in the Midlands is dismissed on p. 42, with the state- 
ment: “ The original siting of the plants was influenced mainly 
by accessibility to raw materials, and, whilst conditions in that 
respect have altered somewhat, all plants are still reasonably well 
placed in this regard.” In fact (excluding the Ford furnace, on 
a coastal site in Essex) more than half the foundry pig iron made 
in the district ‘‘ Derby, Leicester, Notts, Northants, Essex ” 
(p. 41) comes from furnaces in Derby and Notts, considerably to 
the north of the Jurassic iron belt (which runs through Oxford, 
Northampton, Leicester, Rutland and Lincolnshire). The 
‘* Lincolnshire ”’ district is based directly on the Jurassic orefield, 
but the “Staffs., Shrops., Worcs., Warwick’ district and the 
*‘South Yorkshire’ district are again quite distant from the 
nearest source of cheap ore. Of the 1,743,700 tons of foundry 
iron produced in 1937 (p. 41), no less than 1,485,100 tons came 
from the Midland districts, but of the latter total probably half 
came from districts which, in discussing the Steel Report, we 
classified as ‘‘ Other Midland.” 

Much of the Midland foundry iron capacity, both within and 
outside the Jurassic orefield, is reasonably up-to-date, and the 
Report wisely recommends only a limited expenditure for the 
present, ‘major developments ”’ heing deferred for consideration 
at a later date, and if possible integrated with the new iron and 
steelworks which the Steel Report recommends should be built 
in Northamptonshire (p. 43). If such an arrangement could be 
made, it would have great advantages; the new plant would be 
on a cheap source of ore, it could be made flexible as between 
foundry and steel-making pig iron, and the steelworks would 
provide a suitable outlet for coke oven gas, and thus enable full 
advantage to be taken of integrated coking facilities. 

The amount of the “ limited expenditure ”’ in the Midlands and 
of the expenditure in Scotland is not stated, but both will be 
insignificant in relation to the expenditure recommended in the 
Steel Report. No mention is made of any expenditure on the 
N.E. Coast. The consequential increase in capacity will be about 
150,000 tons a year, all in Scotland, representing less than 10%, 
of the total U.K. output in 1937. 


THE REPORT ON IRONFOUNDING 


The third and last Report begins with a 10-page general 
survey of the industry. First, the long-run requirement for iron 
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castings is estimated at 3-5 million tons a year (p. 50), compared 
with an annual output of about 2-5 millions throughout most of 
the war (only 2-2 millions in 1944)! and 3-3 millions in 1937 (p. 40). 
For this output will be needed the 1,875,000 tons of foundry iron 
provided for in the Foundry Iron Report (p. 41), and slightly 
more than the 500,000 tons of hematite pig iron provided for in 
the Steel Report (p. 11), together with appropriate quantities of 
scrap, coke and coal. The introductory survey concludes with a 
note on the overall labour position, undoubtedly the worst problem 
at present confronting the industry. At the very end of the Report 
there are three more pages of sketchy general notes, covering 
relations between firms, costing, statistics, research, foreign com- 
petition, export trade and relations with consuming industries. 
Between the ten-page prologue and the three-page epilogue, 
thirteen Trade Associations each in its turn presents its creden- 
tials, gives its past output and its actual and planned 
capacity, protests that the latter will meet all requirements, 
complains of the labour shortage, and finally retires to make way 
for the next performer. This part of the Report, occupying no 
less than forty-three pages, provides a very weak foundation on 
which to base conclusions. The statistics, which are summarised 
in the table below, are particularly misleading. Thus the ag- 














(000 tons) 
Production in last account- 
ing year prior to: Present 
annual 
Product-groups covered by each capacity 
rade Association. Sept. Sept. Sept. | of plant. 
1938. 1939. 1945. 
A. Automobile and High Duty (p. 61) . 105 108 114 160 
B. Building and Domestic 
(i) Flushing Cisterns (p. 72) 9 8 4 10 
(ii) Boilers and Radiators (P- ™) 73 72 40 79 
(iii) Other (p. 66) > 332 315 128 490 
C. Cast Iron Fete (p. 76) . . . 514 458 87 600 
D. eering and J obbing 
(i) N.L.C. (p. 81) ‘ ; ; 162 149 128 206 
(ii) N.I.E.F. (p. 84) . ; , 475 425 370 600 
E. Ingot Moulds (p. 86) . . ‘ 228 * 250 * 250 * 310 
F. Malleable 
(i) Tube Fittings (p. 93) . ; 8 9 6 12 
(ii) Other (p. 90) : : ‘ 53 45 48 73 
G. Railway Equipment 
(i) Axleboxes (p. 96) ‘ , ? ? 8 15 
(ii) Chains (p. 97)  . : : 104 85 89 186 
(iii) Segments (p. 99) . ; 5 68 56 =. 84 
Total . . 5 - | 2,131 1,980 1,272 2,825 

















* Estimated for calendar years. 





1 B.L.S.F. ‘‘ Statistics ’’ for 1939-44, Table 40. 
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gregate output of castings reported by the thirteen Associations 
is about 2 million tons annually in 1938 and 1939, and rather less 
than 1-3 million tons in 1945. These figures, however, are 
considerably less than the comprehensive totals quoted above of 
3-3 million tons in 1937 and 2-2 million tons in 1944, which 
suggests that a large number of ironfounders do not belong to the 
thirteen Associations and have not provided information. This 
inference is supported by the combined capacity of the thirteen 
Associations being as low as 2-8 million tons a year (see Table), 
which the proposed expansions will increase to only 2-9 million 
tons, compared with the ultimate total capacity of 3-5 million 


tons advocated on page 50 of the Report. 

Since the Report on Ironfounding is not one but thirteen 
largely unco-ordinated reports, it is a little difficult for the reader 
to decide what general questions the Report has attempted to 
answer, and whether there are any pertinent questions it has 
failed to ask. The present reviewer’s own conclusion, for what it 
is worth, is that the Report, in marked contrast to its two com- 
panions, dismisses in silence most of the questions it should have 
attempted to answer. Thus :— 


1. The question of location is admittedly raised (p. 49), 
but only to be instantly dismissed with the statement that 
“the present location of foundries, based on close proximity 
to that of their customers, is economically sound.” This 
statement, apart from begging the question, is not true, so 
far as concerns proximity to customers, of the important and 
reputedly highly efficient Cast-Iron Pipe section, which is 
centred in a small number of large integrated plants in 
the North Midlands, although its customers are scattered 
throughout the whole country. Thus in one section of the 
industry the economies of scale and of proximity to raw 
materials appear to outweigh the resulting increase in the 
costs of distribution. Is this characteristic shared by no 
other section ? 

2. What advantages accrue from integrating iron found- 
ing with pig-iron production? At present such integration 
obtains in much of the Cast-Iron Pipe section, in some of 
the best capacity producing ingot moulds, and in the Ford 
foundry in Essex. In none of these plants does the economy 
result from the transfer of hot metal, since all the foundries 
use cold pig iron. There must be a minor economy in trans- 
port and handling, but the greatest economy is probably in 
fuel, through the triple integration of blast furnaces, coke 
ovens and iron foundry. If triple integration of this kind 
does result in a considerable saving of fuel, could it not be 
extended to any other sections of the industry ? 

3. To what extent is it technically practicable to transfer 
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pig iron in a molten condition from blast furnace to foundry ? 
The need for very close control and for a large variety of 
specifications probably rules out this practice in the engineer- 
ing and automobile sections of the industry, but is its appli- 
cation worthy of consideration only in the Ingot Mould 
Section ? (p. 87). 

4. What is the optimum size of a mechanised foundry for 
light repetition work? The sections of the industry in which 
mechanisation has already made headway—those making 
motor-car castings, malleable castings, cooking apparatus 
and equipment for central heating—are each largely in the 
hands of a small group of producers. Were mechanisation 
to be extended to such products as rainwater goods, baths, 
cisterns and builders’ castings—all of which lend themselves 
to standardisation and quantity production—would this 
require a complete overhaul of the structure of these sections 
of the industry? If so, will the interests of the existing 
small producers be allowed to stand in the way of mechanisa- 
tion? We are not given a straight answer, though “the 
exact degree of mechanisation varies with the sizes of the 
individual production units, either already accomplished or 
in early contemplation ” (p. 67). 


The Report on I[ronfounding gives little information at 
considerable length, offers no plan of its own for the industry, and 
affords no adequate basis for deciding whether or not a plan is 
required. 

Brian TEw 
London. 





OBITUARY 


JOHN HAROLD CLAPHAM (1873-1946) 


THE sudden death of Sir John Clapham has been a hard, 
unexpected blow to his many friends and to all historians. 
Though seventy-two years of age, he was still in full vigour. He 
died after a few seconds’ illness, in a railway carriage, coming 
back to Cambridge from London where he had been taking the 
chair at a meeting with his accustomed serenity and power. 
Since he published his History of the Bank of England in 1944, he 
had already written three-quarters of a one-volumed Economic 
History of England, which most fortunately he has left in a state 
to be completed for the benefit of innumerable teachers and 
students in the years to come. He had in fact no period of 
cessation from work or even of lessened powers. So his loss is 
acutely felt. He was not “the shade of that which once was 
great.”” He was still an integral part of our national activity. 
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Yet on a calm view I know no one of my contemporaries whose 
life was more fulfilled and whose personal achievement was more 
complete. He was still going on, but he had already passed the 
goal. 

His lecturing and teaching, and his many administrative 
services, academic and public, would in themselves have been 
enough for a lesser man. But this prodigious worker took them 
in his stride, while he was at the same time producing books of the 
first order. He had little patience, perhaps too little, with 
academicians who find difficulty in producing books without 
leisure. His permanent fame will rest on his economic histories. 

It is not easy to write Economic History well and readably. 
William Cunningham, who fifty years ago had the chief hand in 
founding the academic study which has since grown to such vast 
proportions, did not excel as a writer. Clapham did. And one 
reason why he so excelled was that the largeness of his culture 
and the breadth of his mind and sympathies enabled him to place 
Economic History in its real setting of actuality, as a part of 
the human life of each successive age, as social history. And 
he connected it with political and other circumstance, with ad- 
ministrative machinery and with the clash of parties, with the 
personalities of particular men (the successive Governors of the 
Bank of England and Chancellors of the Exchequer, for instance), 
and with the current thought and literature of the passing day, 
including even its novels and its poetry, which he loved and often 
most aptly quoted. He put Economic History in its true place in 
human history, and prevented it from becoming an arid and 
theoretical study apart. Others helped in that saving work—his 
friend Eileen Power, and Mr. and Mrs. Hammond with whom he 
was sometimes in courteous controversy. But Clapham’s Econo- 
mic History of Modern Britain towers up like a mountain in size 
and in rock-like solidity of structure, probably the greatest 
economic history ever written. He was influenced by ideas and 
he was open to emotions, but neither ideas nor emotions ever 
carried him away from facts. He always strove to subject 
economic history to the ultimate criterion of statistical fact, into 
which ideas and emotions must fit themselves. His three great 
volumes are there, and it is within their findings that thought and 
theory about our industrial revolution have henceforth very 
largely to move. 

Closely akin to the intellectual characteristics of his work 
was his marked personality. He had the best qualities of the 
Englishman of the Northern type; commonsense, adherence 
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to fact, serenity that was never rattled, fairmindedness—call 
it if you will by the severer word “ justice ’—in all his dealings 
with men. At first contact he was a “ formidable ’’ man, with his 
giant frame and slightly rolling gait and large ‘‘ Cromwellian ” 
features (though he was not}‘temperamental” like Oliver). 
Kindness and affection lay close behind, and very often broke 
through, and were the more valued because they were always 
sincere, and were not scattered broadcast on undeservers. I 
always added thirty per cent. to any words of approval from that 
great Yorkshireman, as compared to the value of the same words 
from a polite and flattering southerner. 

He was ever ready to go out of his way and work for those 
in distress, but he would never “ spoil ’’ anyone at the expense of 
others or of the public. These qualities made him, in the war 
of 1939-45, an ideal member of the local Conscientious Objectors’ 
Tribunal, Chairman of the Cambridge Employment Committee, 
and of the Cambridge Refugee Committee, and finally Chairman 
of the national organisation of the Society for the Protection of 
Science and Learning, dealing with the cases of refugee scholars. 
Professor A. V. Hill, his Vice-Chairman in the latter capacity, 
writes— 


“‘Clapham’s deep humanity and his faith in the dignity 
and worth of human personality and freedom found strong 
expression in this real and active concern of his last years. 
These qualities may not always have been so apparent as 
his strength of body, mind and character or his keeness of 
intellect, but they were a fundamental part of his nature, and 
no estimate of his work and influence could be accurate which 
disregarded the foundation they provided.” 


Such a man naturally had crowds of devoted friends, and an 
extremely happy family life. I knew him for more than half a 
century, and the world seems a less sure and trustworthy place 
now he is gone. In the storms through which we have passed— 
and are passing—his presence among us seemed to guarantee the 
fundamental sanity of mankind, and the continuance of our 
civilisation. 

I have called Clapham a Yorkshireman, because he recalled 
in appearance his yeoman ancestors from the Ridings, about 
whom he loved to talk. But Lancashire had a share in him. 
His grandfather, Thomas Clapham, had been a Yorkshire farmer, 
but his own father, John, migrated to Manchester. The story of 
John Clapham senior is worth telling as an example of early 
Victorian “ Self-help.”” In 1837, at the age of fifteen he left the 
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farm and walked to Bradford to look for a clerk’s job. At the end 
of the day he had found nothing, but he saw in a jeweller’s shop 
window that an apprentice was wanted. He went in and got the 
job, which included sweeping out the shop and sleeping under the 
counter. Here he learnt watch-making and developed the 
** jeweller’s eye.”” Here also he was “ converted ”’ and became a 
Methodist. At the age of nineteen he went to Manchester by 
stage coach to be junior salesman in John Holland Co., and even- 
tually rose to be head of the firm. He married Mary Jane 
Chambers, daughter of a smallware manufacturer of Manchester. 
Altogether a proper parentage for the historian of our industrial 
revolution. 

So John Harold Clapham was born at Broughton, Salford, 
Manchester, on September 13, 1873, and his boyhood was spent 
at his father’s house, The Hills, Prestwich, Manchester, then a 
pleasant region of broken ground, more rural than urban. He was 
brought up a Methodist, though in later years he became a 
Churchman at King’s, where, like Milton, he delighted to hear 


‘“‘ the pealing organ blow 
To the full voiced quire below.” 


A broadminded not very dogmatic Protestantism fitted in well 
with his character. He belonged to our generation that knew 
the Bible. I remember his delight over a French scientific 
historian who, in writing of the ‘‘ Adullamites ’’ of our political 
crisis of 1866, explained “allusion biblique: Adullam avait 
voulu tuer David.” 

As his school and College life were both spent at Cambridge, 
Cambridge may divide with the North the credit of producing him. 
He wer’ to Leys School in 1887, where, besides his scholarly 
achievement, he was a leader in athletics. He was in the first 
team for Rugby football, captain in cricket and lacrosse, ran for 
the school and was second in the Public School quarter mile. 
He edited the school magazine and became Senior Prefect. He 
retained a great affection for the Leys and in later years became a 
Governor. 

He went up to King’s College in 1892 as a History Exhibitioner, 
became a Scholar in 1894 and in 1895 got his first in the small 
history tripos of that year, in which only twenty men and thirteen 
women were classed. But though the history school was still 
small, it was about to have a great expansion in which he took a 
part. Moreover there were in those days three great historians at 
Cambridge—Acton, Maitland and William Cunningham. The 
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three Cambridge teachers who most influenced Clapham’s mind 
in these formative years were Acton, Cunningham and Alfred Mar- 
shall. He became equally interested in economics and in history. 

His was indeed an all-round mind—“ an orbed mind.” In 
1896 he became Lightfoot Scholar in Ecclesiastical History. In 
1897 he won the Prince Consort Prize with an essay on The Causes 
of the War of 1792 which was published. In 1898 he was elected a 
Fellow of King’s. 

At College he continued to play Rugby and cricket, but he 
found salvation as a mountaineer. Climbing at home and in the 
Alps was his passion for nearly forty years. This most strenuous 
of all forms of holiday kept him fit for his arduous and unceasing 
intellectual labours, and the harsh, delightful contact with nature 
at her roughest and grandest still further developed his character 
and his imaginative power. 

After teaching for some years in the now rapidly expanding 
history school at Cambridge, he went to Leeds in 1902 as Economic 
Professor, at the instigation of Alfred Marshall. It was always 
one of Clapham’s most characteristic sayings that young Cam- 
bridge dons ought to take Professorships in the newer Universities 
if they got the chance, to see something of the world outside the 
sheltered College life. They might hope to return to Cambridge 
and be all the more use there, and the less “‘ donnish,’’ as a result. 
It certainly happened to him. 

He felt at home in the Yorkshire manufacturing towns, and 
made many friends among his fellow Yorkshiremen. He seized 
the opportunity to make a first-hand study of the wool trade. 
He enjoyed personal contact with business men, and was always 
interested in seeing mechanical and technical processes at work. 
In 1907 he produced his book on The Woollen and Worsted Indus- 
tries. While he was Professor in Leeds, the Yorkshire College 
became Leeds University, and he took a large share in the re- 
organisation necessitated by this change. He was always a first- 
rate colleague and citizea, whether at Leeds or Cambridge or 
elsewhere, ever ready to shoulder burdens that required volun- 
teers, and outspokenly impatient of those too nice to do their 


bit.? 


While at Leeds he met and married Margaret, daughter of 


An instance of his readiness to shoulder heavy burdens for others is his 
joint editorship of the Cambridge Economic History. The war prevented the 
publication of more than the first volume (1940) and that was rendered possible 
only because he himself translated or rewrote several of the articles contributed 
by foreigners. 
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W. E. Green of Ross. It proved in every respect a perfect union. 
After they had returned to Cambridge, he bought a piece of free- 
hold land on the edge of town and country, and on it built a house 
and planted a garden, both unpretentiously combining the utile 
with the bellum, and there his and Margaret’s three daughters and 
one son grew up under ideal conditions of family life. It was 
always a pleasure to have an excuse to visit Storey’s End, a secure 
fortress of friendship, good sense and truth. 

The return to King’s, Cambridge, took place in 1908. He 
came back as assistant tutor in History, in succession to Oscar 
Browning, and at once began to deliver the great series of lectures 
to freshmen on Economic History which went on till 1945. 
“ Clapham’s lectures’ were famous, a prominent feature in the 
education that Cambridge offered to successive generations of 
undergraduates. He was an active member of the Faculty of 
History and of the Faculty of Economics. In his opinion, there 
ought to have been more history in the economic Tripos, which he 
considered too theoretical as an education by itself. He served 
long and well on The University Press Syndicate, for he loved the 
details of printing and publishing. 

During the War of 1914-18 he was at the Board of Trade, and 
was given the C.B.E. for his war work. He became Tutor of 
King’s in 1913 in succession to his grand old friend, William 
Macaulay; and he remained Tutor till 1928 when he became the 
first Professor of Economic History in Cambridge. In 1933 he 
became Vice-Provost of King’s, from which office he retired in 
1943. He enjoyed and valued to the last his close association 
with the College which he always served with unfailing loyalty 
and love. His portrait by Gunn, which pleased him well, now 
hangs in the hall, the place where he would most wish it to hang. 

One of his now distinguished former pupils, Mr. G. C. Morris, 
writes of him : 


“He was a wonderful supervisor. He might so easily 
have seemed formidable, but, without a trace of patronage, 
one was put immediately at one’s ease; and few men 80 
obviously adult have been more tolerant of the callowness 
of the young. Most supervisions turned into delightful 
and far-ranging historical gossips. Of course the Olympian 
quality was always present and the immense technical 
learning, but he was no less liable to discuss the Savoy 
Operas, or the tactics and politics of the 1914 War, than 
the decay of villeinage. His knowledge of economic realities, 
and his long and wide experience of men and affairs, made 
his teaching singularly unacademic and alive. 
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“* Somehow his ‘ eye for country ’ was always coming in. 
After a visit to Palestine he would delight in telling how 
something he had noticed in the lie of the land had thrown 
light on one of Joab’s campaigns. His verbal memory of 
the Bible and of a great deal else was quite astounding. 
‘Let me see,’ he would say, ‘ how does it run?’ And then 
would come a long and telling quotation. It might be 
Milton or Hobbes; it might be Dickens or a Wells scientific 
romance; very often it was Trollope and very often Hous- 
man. He knew much more poetry and there was much more 
poetry in him than many people realised.” 


In the last years of his life his eminent place among British 
historians was recognised. In 1940 he was chosen President 
of the British Academy, a national position which he filled 
with his large presence and wisdom until his death. In 1943 he 
was knighted, and became “ Sir John ”’ to all the world. 

He was well fitted to represent England, because he was and 
he looked the most “ English ” of Englishmen, and yet he took a 
deep personal interest in the work and fortunes of foreign scholars. 
I have quoted above the testimony of Professor A. V. Hill to his 
work as Chairman of the Society for the Protection of Science and 
Learning during the recent war. After the war he was Chairman 
of the Committee of the International Congress of Historical 
Sciences, till the time of his death. Miss Jean McLachlan writes 
to me about his tenure of this post : 


“The first sign of reviving international academic co- 
operation was the resumption of the informal gatherings of 
English and French historians, which up till 1939 had been 
annual events. The meeting of September 1945 took place 
in London, and much of its success was due to the care 
which Sir John had so generously spent on the preparation, 
to his genuine and obvious interest in all its activities, and to 
his understanding and appreciation of the French point of 
view.” 


During all these years of College, University and public 
work, the great books and important articles had been pouring 
out in an ever more rapid and deepening stream. A full biblio- 
graphy will be published in the next Cambridge Historical Journal. 
Here I will mention a few. 

In 1912 he published The Abbé Sieyés, not one of his most 
important works, but illustrating how wide he cast the net of his 
historical understanding. His knowledge of the French Revolu- 
tion and its characters enabled him to appreciate the greatness as 
well as the limitations of Carlyle’s epic; he and I used to swop 
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quotations from it. Among Clapham’s special favourites were 
the description of his own special subject of study : 





“‘ With ineffable serenity sniffs great Sieyés, aloft, alone; 
his Constitution ye may babble over, ye may mar, but can 
by no possibility mend: is not polity a science he hag 
exhausted ? ” 












Again the meeting of Robespierre and Danton : 


“With what terror of feminine hatred the poor seagreen 
formula looked at the monstrous colossal Reality, and 
grew greener to behold him :—the Reality, again, struggling 
to think no ill of the chief-product of the Revolution; yet 
feeling at bottom that such chief-product was little other 
than a chief windbag, blown large by popular air.” 








For Clapham had a strong sense of humour both about life and 
about history, which Carlyle satisfied. 

A greater book than Sieyés and more in the central line 
of Clapham’s work was The Economic Development of France and 
Germany, 1815-1914, published in 1921. Its massive learning 
illustrates not only his grasp of economic history, but his know- 
ledge of foreign countries in many different aspects of their life, 
past and present. 

This powerful excursus into the economic history of Europe 
prepared him for his magnum opus, undertaken with fully ripened 
powers, The Economic History of Modern Britain, of which the 
first volume (The Early Railway Age, 1820-50) was published in 
1926; fitly dedicated to “the memory of Alfred Marshall and 
William Cunningham.” Indeed no more completely and charac- 
teristically “‘Cambridge’’ product was ever published by the 
University Press. It is “‘ monumental ” in its weight of scholar- 
ship, yet it is alive with thought and is human on every page. 
Volume II (Free Trade and Steel, 1850-86) followed in 1932, and 
in 1938 volume III (Machines and National Rivalries, 1887-1914, 
with an Epilogue, 1914-29). On the completion of this great 
task he had definitely placed himself on the list of memorable 
English historians. 

After that, the authorities of the Bank of England paid him 
the compliment of asking him to write the history of their great 
institution, placing their archives at his disposal. He greatly 
enjoyed his days at the Bank, and his lunches and personal con- 
tacts with the Directors and officers, and they had the highest 
regard and liking for him. The last paragraph of his Preface, 
dated November 23, 1943, may here be quoted : 
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“ The writing of the book has all been done during war. 
The State asked only for fractions of my time. The Bank 
has had most of the rest. At black moments the work has 
been an anodyne; at all times a privilege and a pleasure. 
As this is not an official history I may perhaps be allowed to 
say that I have found the wartime atmosphere of Thread- 
needle Street tonic. A Frenchman would no doubt have 
expected to discover ‘ le flegme britannique ’ in the ascendant 
at the Bank of England: he would not have been disap- 
pointed.” 
In 1944 the Cambridge Press was enabled, in spite of war-time 
restrictions which made most publications so unseemly in appear- 
ance, to produce the two black-bound volumes in a form worthy 
of the finest publishing traditions. The story of the Bank runs 
from 1694 to 1914. Some day, when the years following 1914 have 
passed into history, another volume which Clapham prepared will, 
I believe, be forthcoming. 
Such, in brief, is the story of this man, whose memory 
will live with his works, even after all those who knew and loved 
him have passed away. 


Trinity College, 
Cambridge. 


G. M. TREVELYAN 





Sm Cuarues Appis (1861-1945) 


TuE death of Sir Charles Addis, in December 1945, has deprived 
the Council of the Royal Economic Society of one of its oldest 
and most honoured members. He joined the Council in 1914 
and continued to take a living interest in the Society’s affairs 
and to give it the benefit of his mature practical wisdom till old 
age precluded further active participation. 

Charles Addis was a fine product of the Victorian age, a type of 
its virtues, yet able to surmount its prejudices and limitations. 
He made a typically Victorian start. Born in Edinburgh in 1861 
(eleventh in a family of twelve children) he was proud of being a 
son of the manse. His father was one of the ministers who, for 
conscience’ sake, seceded from the Assembly in 1843, and founded 
the Free Church of Scotland. His congregation loved him, but 
he was a stern parent. With a university career in view for 
Charles he subjected him when at school to a regime of hard work. 
When he was sixteen, Charles rebelled against this plan and 
obtained employment in a firm of merchants at Leith. When he 
was nineteen he obtained employment in the Hongkong and 
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Shanghai Bank. For three years he lived in London on a salary 
of £60 a year. He recalled that in those days his lunch would bea 
penny bun with a glass of water to make it swell. 

He was transferred to Singapore. He had borrowed £100 from 
a relative, and within a year out East was able to repay it (with 
interest, which was returned). 

He learned Chinese and was appointed at the age of twenty- 
five to Pekin to open a new branch of the Bank. 

The Hongkong and Shanghai Bank was in a position to play a 
prominent part in international finance. Opportunities for the 
flotation of loans for China or Japan aroused the ambitions of 
rival issuing houses. Here Addis was able to play a leading part. 
In 1905 he was back in London as Chairman of the London 
Committee of the Bank, and he became one of the most distin- 
guished personalities of the banking world. He soon came to be 
relied on as an adviser in public affairs, and the value of his 
services was recognised by a knighthood in 1913. (He became 
K.C.M.G. in 1920.) 

He was a member of the Cunliffe Committee (1917-18), the 
recommendations of which shaped the country’s monetary policy 
after the war, and he became a director of the Bank of England 
in 1918. 

His experience of the East and his knowledge of monetary 
problems, especially in relation to silver, marked him as an obvious 
selection among the membership of the Committee of 1920 on 
Indian currency. 

But at that time monetary problems were trespassing beyond 
the boundaries to which the simple nineteenth century had 
accustomed the world to limit them. 

Addis, on becoming President of the Institute of Bankers 
(November, 1921), delivered an address in which he revealed 
something of his approach to these problems. He remained 
loyal to the return to the gold standard recommended by the 
Cunliffe Committee. Though he recognised the strain of the 
deflation then in progress, he would not countenance the devalua- 
tion urged by Professor Cassel. “‘ An unlettered man, I never 
listen to the learned Dons who advocate this course, and suffer 
the charm and vivacity of their exposition, and realise my in- 
competence to make an adequate response, without feeling 
constrained to adjure them in the words of Oliver Cromwell to the 
General Assembly of the Kirk of Scotland, ‘I beseech you, 
consider it possible you may be mistaken.’ ” 

Like many others at the time, he clung to the pristine gold 
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parity because to devaluation, once admitted, he could see no 
finality. But Addis had a lively appreciation of the need for 
stability of the price level or of the purchasing power of money. 
And, when he attended the Genoa Conference in 1922 as a repre- 
sentative of the Bank of England, he had the opportunity of 
furthering proposals designed to reconcile the two aims of stabilisa- 
tion of prices and the maintenance of the gold standard. The 
proposals were carried at the Conference, but never bore fruit. 
There soon followed a change of Government, and in the eyes of 
most of his fellow directors at the Bank of England such an 
innovation on the sacrosanct Victorian tradition could not be 
entertained. It is not possible for an individual director to direct 
the current of policy. 

When the Bank for International Settlements was established 
in pursuance of the recommendations of the Young Committee 
on Reparations, Addis became Vice-Chairman. The conception 
of the Bank had awakened far-reaching hopes of international co- 
operation in monetary policy, and Addis, in an address delivered 
in December 1930, revealed his own view of its possibilities. He 
recurred to the menace of a falling price level to the world’s credit 
structure, not low prices but falliny prices, “the appreciation of 
gold with all its depressing effect on business confidence and 
business enterprise.” If the directorate of the Bank for Inter- 
national Settlements will form “a clear conception of the real 
import of the task assigned to them, their cause will be not merely 
the preservation of credit, but also the preservation of peace.” 
That Bank has followed the Genoa Resolutions into limbo, and 
perhaps Addis’s aspirations could never have been realised 
through such an instrument. The world is being afforded just 
such another opportunity at the present time, but the prospect of 
its being used in the manner he urged seems deplorably remote. 
Not that his service in the Bank for International Settlements was 
lost in moonshine. ‘In this international milieu,” writes a 
colleague, “‘ he was easily the outstanding figure, whose leadership 
was accepted as a matter of course.” 

In 1935 illness for a time incapacitated him. He had a 
magnificent constitution and an indomitable will, and made a good 
recovery. The time for undertaking onerous public services was’ 
past, yet he retained remarkable vigour, both mental and physical, 
and even after suffering a stroke in March 1944, he retained many 
of his interests and his sense of humour. 

Addis married in 1894. He always said he would have thirteen 
children, and he did. He attended Church every Sunday, and his 
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entrance with his wife and thirteen children would be quite an 
occasion. True to the Victorian age, he read prayers at eight 
every morning to the servants and the growing audience of 
children. They used to sing Grace before each meal, to the 
embarrassment sometimes of guests. 

On his return from China he settled in a house on the top of 
Primrose Hill, and walked across Regent’s Park to Oxford Circus 
every morning to take a bus to the City. He had enjoyed riding 
in China, and continued to ride two or three times a week before 
breakfast on Hampstead Heath. 

When he retired from the Directorship of the Bank of England 
at the age of seventy, he realised a long-cherished wish by buying 
a house in the country, Woodside in Sussex, a lovely place with 
forty acres of beautiful grounds, which gave him unending 
pleasure. 

He regretted that he had never been to the University, and he 
took care that his children should have this advantage if they 
desired (as most of them did). Yet he himself was a man of 
culture. He was fond of music and poetry, and loved reading 
aloud. 

His gifts and his wide and varied experience of the world, 
combined with a freshness of outlook endowed him with a capacity 
for good talk. And his talk was adorned with a remarkable 
facility for quoting poetry. 

Addis was the embodiment of the qualities of the great epoch 
into which he was born. His acute mind and capacity for affairs 
secured him the confidence of all. But, above all, he combined 
with these faculties a force and directness of character which 
gained not only the confidence but the admiration and affection 
of those who came to know him. 














R. G. Hawtrey 
London. 





NicHotas MirKovicn (1915-1944) 


Tue friends of Nicholas Mirkovich in Great Britain and the 
United States have heard with the keenest regret the news of his 
death, which has reminded them again of the havoc wrought by 
totalitarian warfare in the ranks of the young men to whom we 
might hopefully have looked for the wise constructive activity 
so much needed, especially in countries such as Yugoslavia, which 
have been painfully struggling to escape from the effects of cen- 
turies of unenlightened foreign domination. Mirkovich was born 
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in 1915 in Jagodina (Serbia), and graduated at the University of 
Belgrade in law and economics. He was a frequent contributor 
to Yugoslav periodicals, and in 1937 became assistant editor of 
the Yugoslav Economist. He also wrote a number of articles for 
scientific periodicals in several foreign languages and published 
books (in Yugoslav) on The Structure of World Trade and The 
Economics of Italian Fascism, as well as a lengthy study of 
Yugoslav population developments and the problem of agrarian 
over-population, which appeared in the Weltwirtschaftsliches 
Archiv in July 1939. 

Mirkovich went to the United States in 1939 to an appoint- 
ment in the Economics Department of the University of California, 
where he specialised in the study of agricultural migration. 
In 1942 he became chief of the Yugoslav Office of Reconstruction 
and Economic Affairs in New York, and was responsible for a 
series of studies on the postwar economic problems of Yugoslavia. 
He subsequently enlisted in the United States Army, and was 
killed on May 2, 1944, “‘ somewhere in Yugoslavia,” while firing 
at a low-flying Nazi plane. 


A. G. B. FisHer 
Chatham House, 


London. 





CURRENT TOPICS 


Tue Annual Meeting of the Royal Economic Society was 
held at the London School of Economics on July 4th, 1946. 
Mr. R. G. Hawtrey, who, as announced in the last issue of the 
EconoMIc JOURNAL, had been elected ad interim to fill the vacancy 
in the office of President, referred to the great loss the Society 
had suffered by the death of Lord Keynes. A year ago, when 
we named Lord Keynes to be our President we had been full 
of hope for the future. For more than thirty years the Royal 
Economic Society had been accustomed to rely on his vivifying 
influence and far-sighted direction. The termination of his 
services in matters of immediate executive responsibility was to 
be compensated by the continuance of his wide guidance in the 
capacity of President. Nowhere would Lord Keynes be so sadly 
missed as in this Society. Among his interests there was none 
with which he identified himself more wholeheartedly. It 
offered scope to some of his dearest aspirations, and he devoted 
care and thought in unstinted measure to developing its possi- 
bilities and enlarging its opportunities. He had left us a fine 
No. 223.—vo.. LVI. NN 
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tradition not merely of accomplishment to be preserved but of 
progress to be continued. 

The Society asked that its great debt to Lord Keynes be put 
on record and its sympathies conveyed to Lady Keynes. 

The accounts of the Society for the year 1945 showed a surplus 
of income over expenditure, together with the receipts of com- 
pounders, of £3,109. The Secretary explained that this large 
excess was partly due to abnormal receipts from dividends and 
interest and partly to less than normal peace-time expenditure 
on the JOURNAL; with a return to four JOURNALS a year it would 
be greatly diminished. 

He also explained the considerations which had led the Council 
to the decision that it would no longer be possible to distribute 
the London and Cambridge Economic Service without charge. 
Fellows who wished to receive the service on the conditions 
announced in the last issue of the JouRNAL were reminded that 
it would be necessary to apply to the London and Cambridge 
Economic Service, Houghton Street, Aldwych, W.C.2. 

During 1945 the number of Fellows increased from 4,619 to 
4,777 and was now higher than at any time in the history of the 
Society ; there were 4,572 Fellows in 1939 and 694in 1914. There 
had been 279 Fellows lost by death, resignations and default, and 
437 new Fellows and Library Members elected. 

Mr. Hawtrey was elected President for the ensuing year aud 
delivered an Address on “The Need for Faith” that is printed 
on an earlier page of this issue. 









































Houblon-Norman Fund. The Trustees of the Houblon- 
Norman Fund, on the recommendation of the Advisory Committee, 
have made the following awards for 1946-7 :— 


Fellowships. 
R. F. Henpsrson, M.A., Financial limitations to invest- 
Research Student, ment by private firms and joint- 
& University of Cambridge. stock companies. 
* C. T. Smrru, Ph.D., B.Sc., The External Relations of In- 
: Assistant Master, surance Companies. 
Stratford Grammar School. 
W. E. Tats, The Enclosure Movement of the 
Headmaster, Eighteenth Century (at Balliol 
Sneyd School, Burslem. College, Oxford). 
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P. J. WATKIN, B.A., Financial Facilities for Industry 
Department of Agricultural in South Wales (at University 
Economics, College, Swansea). 
Aberystwyth. 
Research Granis. 
N. L. Agmstrone, Ph.D., B.Sc., The Relative Efficiency of English 
B.Com. Banking in different parts of the 
Bank official. country during the Nineteenth 
Century. 
P. S. Sumnzr, M.Sc., B.A., The Economics of the Stock Ex- 
Assistant Master, change and Company Finance. 
Worcester College for the 
Blind. 


An offer of awards for 1947-8 will be made early in 1947. 
Further information may be obtained from The Secretary, 
Houblon-Norman Fund, c/o The Bank of England, E.C.2. 





A REPRINT of the article by the late Lord Keynes on The 
Balance of Payments of the United States will shortly be published 
by Messrs. Macmillan & Co., Ltd., price 1s. 
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RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

Vou. CVIII. Parts III-IV, 1945. The Fatality Rate of Measles: W. 
Bouruer. The Analysis of Market Demand: R. Stone. The Industrial 
Distribution of the Population of Great Britain in July, 1939 : H. Franken, 
Wholesale Prices in 1944 : Eprror oF THE STATIST. 


Econo-nica. 

May, 1946. The Relation of Economic History to Economic Theory : T. §, 
AsHTon. Rural Population in England and Wales, 1911 and 1931: A.L. 
Bowtzey. The Classical View of the Economic Problem: Hia Mytnt, 
The Economics of Planting Density in Rubber Growing: P. T. Bauer. 


The Politicai Quarterly. 

Juty—-SEPTEMBER, 1946. The Strengthening of the U.N. Charter: A. 
Cranston. The Japanese as Problem Children: C. FisHER. Conse- 
quences of Nationalizing the Bank of England: R. F. Harrop. Uni- 
versities in the Colonies: W.I1. JENNINGS. Educational Dilemma: F. 
Evans. Tradition and Dissent: H. J. Lasx1. 


The Eugenics Review. 

Aprin, 1946. The Trend of National Intelligence: G. THomson. Some 
Problems of Reproductive Physiology : A.S. Parkes. Positive Eugenics: 
C. P. Buacker. An Investigation into Assortative Mating: E. Stars. 
Courtship and Mating in an Urban Community : Moya WoopsIDE. 

Juty, 1946. Galton’s Outlook on Religion: C. P. Buacker. Population 
Trends in Palestine: D. V. Guass. Education for Family Infe: C. 
Brissy. 

Bulletin of the Oxford University Institute of Statistics. 

Vout. 8, No. 5. May, 1946. The Budget and Reconstruction: T. Srexnot. 
The National Income and Expenditure of the U.K. 1938-1945: D. G. 
CHAMPERNOWNE. Earnings, Hours, and Mobility of Labour: J. L. 
NICHOLSON. 

Vou. 8, No. 6. JuNE, 1946. United Kingdom Export Target: F. A. 
Fripay. Low Cost Family Diets: T. SHuuz. Post-War Economic 
Prospects in the U.S.S.R.: M. H. Doss. 


International Affairs. 

JANUARY, 1946. U.N.R.R.A.’s Work for Displaced Persons in Germany: 
W.. ARNOLD-ForstER. The Aims ofthe U.S.S.R.in Europe : P. WINTER- 
Ton. The Outlook in the U.S.S.R.: A. WertH. The Reconstruction of 
Belgium : C. DE VisscHER. The Vatican and International Diplomacy : 
D. A. Brncuy. Foreign Service Reorganization in the United Kingdom: 
F. Asutron-Gwatkin. The Pan American System and the United 
Nations: R. Humpureys. The Defence of India and Indo-British 
Obligations : K.M. Pantxxar. The Kurdish Question: W. G. ELPuiy- 
ston. International Case Law: F. M. Mann. 

Apri, 1946. The Control of External Affairs: Lorp Hankey. New 
Zealand in the World Economy: L. Wess. France and International 
Economic Policy: L. Baupiy. The British Commonwealth and Trustee- 
ship: H.D. Hatt. Guernsey under German Rule: Jurnat Sim Jomy 
Lzeate. The Breaking of the Avis: EizaneTH WiskKEMANN. Th 
Danubian Satellites : A Survey of the Main Social and Political Factors 
in the Present Situation: H. Szton-Watson. Some of the Problems 
Facing Persia: A. K. 8. Lampton. 
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The Banker. 
June, 1946. Anglo-American Co-operation: R. F. Harrop. Britain’s 
Balance of Payments: T. Barna. Overseas Banking. 
Juty, 1946. The Battle of Inflation. Can America Hold the Line? 
Annual Insurance Review. 
Aueust, 1946. The Loan and Bretton Woods. Economics of the ‘‘ Indian 
Union”? : Sim THEODORE GREGORY. 


The Bankers’ Magazine. 
May, 1946. The Budget. The Problem of International Trade. 
June, 1946. A Year After. Educational Section. 
Jury, 1946. Hconomic Consequences. Educational Section. 
Avucust, 1946. Monetary Conditions in Britain and America : E. H. Stern. 
The Prospect for Bank Advances : H. G. HoppER. 


Midland Bank Review. 


May, 1946. Three Aspects of Transition. The War Story of the Bank. 
Government and Business. 


No. 249. Inside the Unions. 

No. 250. The Social Use of Sample Surveys. 

No. 251. Population—A Challenge and a Choice. 
No. 252. The Textile Machinery Industry. 

No. 253. Manpower Stocktaking. 


International Labour Review. 
JANUARY-FEBRUARY, 1946. 27th Session of the International Labour 
Conference : Paris, October—Nover: ser, 1945. Some Problems of Labour 
Law Enforcement in China: T. K. Dsane. 


League of Nations Monthly Bulletin of Statistics. 
Arrit, 1946. Bulgaria, Roumania, Poland : Economic, Financial and Vital 
Statistics (1938-1945). 
May, 1946. War Casualties : British Empire, Canada, United States. 
Jung, 1946. War Casualties: Australia, New Zealand. Some New 


Life Tables. 
Fabian Quarterly. 
No. 50. June, 1946. The National Health Service Bill: D. E. Bunsury. 


Building by Direct Labour: E. J. Cote and T. H. Joyce. Miners’ 
Welfare : COALFACE. 


The Canadian Journal of Economics and Political Science. 

May, 1946. The Canadian Constitution and the United Nations Charter : 
H. F. Anaus. The Western Progressive Movement and Cabinet Domina- 
tion: W.L.Morton. Rate Control on Canadian Public Utilities : A. W. 
CurRIE. Appointment of Extra Senators under Section 26 of the British 
North America Act: E. Forsry. 


The South African Journal of Economics. 

Marcu, 1946. Some Reflections on Full Employment : Sueria T. VAN DER 
Horst. What's the Use of Economists?: W.¥F. Crick. Fluctuations in 
Income Concentration: J. DE V. Graarr. Survey of the Income and 
Expenditure of Indian Employees of the Durban Corporation, Living at 
the Magazine Barracks, Durban : V. 8. Narwoo. 


Sankhya (The Indian Journal of Statistics). 

Vou. 7, Pant 3. Aprit, 1946. On the Linear Combination of Observations 
and the General Theory of Least Squares: C. R. Rao. Theories of 
Probability: J. G. Smscu. A Statistical Approach to the Problem of 
Chronology of Shakespeare’s Plays: M. R. Yarp1. Sample Surveys of 
Crop Yields in India: P. C. Manatanosis. Sampling for Rice Yield 
in Bihar and Orissa: J. A. Huppack. Confounded Designs in Quasi- 

Latin Squares: C. R. Rao. Enumeration of Non-Isomorphic Solutions 


Planning. 
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of Balanced Incomplete Block Designs: H. K. cose. A a. Note 
on Non-Isomorphic Fc of Incomplete Block Designs : K. 
Nanni. ipa of Symmetrical pet Block , ag "with 
a=2,k=7: Q.M. Husam. 


The Quarterly Journal of Economics. 

May, 1946. Reparation Labour—a Preliminary Analysis: P. FisHer, 
Federal Reserve Policy in Transition: C. R. Wurrttesey. “ Abili 
to Pay”: B. W. Dempszy. The Problem of Excessive Commercial Ba 
Earnings: H. L. Sztigman. The Supply of Labor to the Firm: L.G, 
REYNOLDS. Resource Conservation aa Economic Stability: S. v. 
WanTRUP. 


The Annals of the American Academy of Political and Social Science. 


May, 1946. The Netherlands during German Occupation. 
Jury, 1946. Making the United Nations Work. 


The Journal of Political Economy. 

Aprit, 1946. Newmann’s and Morgenstern’s New Approach to Static 
Economics: J. MarsonaK. The First Twenty Years of the Bank of 
Spain, II: E. J. Hamiiton. Professor Knight and the a | 
Demand: R. L. BisHor. Comment on Mr. Bishop’s Article : 
KNIGHT. 

JUNE, 1946. Haperience under Intergovernmental Commodity Agreements, 
1902-45: J. 8. Davis. Some Economic Aspects of the Margarine 
Industry: W.H.Nicuotts. Interest and ineaitannend : M. W. Reper. 
Some Implications of Full-Employment Policy: A. L. Meyers. The 
Flexibility of Income-Tax Yield under Averaging: R. E. Sirror. 


The Review of Economic Statistics. 

May, 1946. Life, Liberty and the Pursuit of Happiness (1950 Model) : 
Sm Wr11aM BEVERIDGE. A Symposium on Fiscal and Monetary 
Policy: Messrs. Mints, Hansen, Exuis, Lerner, Kateoxi. Debt 
Policy and Banking Policy : H. C. Sons. The Monetary Theory neon 
Deficit Spending. A Comment on Dr. Clark Warburton’s Article : H. 
7. A Reply: C. Warsurton. Innovations and the Irregularity 

Economic Cycles: R. Goopwin. Gold Sales as an Anti-Inflationary 
wice: R. F. MIKESELL. 


Journal of the American Statistical Association. 

Marcu, 1946. The Advancing Statistical Front: W. A. SHEwHART. 
On the Design of a Sample for Dealers’ Inventories : W. E. Demine and 
W. Smmons. War-Time Aluminum Statistics: M. D. GoxpsTem. 
Historical Note on the Purchasing Power Concept, and Index Numbers: 
W.F.FeErcer. A Method of Making Actuarial Estimates for a Compulsory 
Health Insurance System : A A. Dopp. Approximation of Chi-Square 
by ‘‘ Probits ” and by “‘ Logits”’: J. BERKson. Sedley Anthony Cudmore, 
1878-1945: HH. Marswaty. Statistical Methodology Index, No. 3: 
O. K. Buros. Proceedings of the 105th Annual Meeting. 


The American Economic Review. 

Marca, 1946. Law and Economics: I. L. SHarrmMan. National Budgets 
and National Policy: J. Mosax. Psychological Analysis of Business 
Decisions and Expectations: G. Katona. Shortcommgs of Marginal 
Analysis for Wage-Employment Problems: R. A. Lester. Note on 
Hick's Theory of, Invention: G.F.Bitoom. Family Size and Residential 
Construction: E. Scutrr. The Soviet Union’s War Budgets: T. A. 
SUMBERG. 

May, 1946. Papers and Proceedings of the Fifty-eighth Annual Meeting 

¢ the American Economic Association. The American Economy in the 
nterwar Period: J. A. ScHUMPETER and A. Smrruies. The Changing 

ar ae a the American Economy : W.B. Stewart, R. B. HEFLEBOWEB 
Seurzer. New Frontiers in Economic Thought: F. H. 
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Knicut, C. E. Ayres and R. H. Buopcerr. Monopoly and Competition : 
G. P. Comer, C. D. Epwarps and M. Ezexren,. Domestic and Inter- 
national Monetary Policies: J. W. Betu. Postwar Tax Policy: H. M. 
Groves, A. G. BUEHLER and B. Rumi. The Problem of “‘ Full Employ- 
ment”: A. G. Hart, A. R. Sweezy and S. H. Suicuter. Postwar 
Labor Relations: W. M. LEISERSON, J. MrrE and P. Tarr. Recent 

in Public Utility Regulation: B. W. Lewis, N. L. Smrra 
and J. C. Bonsricut. Postwar Railroad Problems: R. L. Dewey, 
D. P. Locxir and E. A. Smrrn. Postwar Shipping Policy: H. S. 
Perry, H. L. Demet and D. Marx. Economic Problems of Foreign 
Areas: C. F. Remer, F. M. Tamacna, Mary E. Mourpuy and C. B. 
Hoover. International Investment: R. Hinspaw, H. B. Lary and 
A. I. BuoomFretp. International Cartels : B. F. Hatey, W. H. Hami- 
ton and R. P. Terrmz. The Proposed Publication of a Periodic Review 
of Economics: J. J. SPENGLER and Eve.tine M. Burns. Economic 
Research: E. G. Noursz, 8S. Netson and H. B. Rows. Economic 
Opinion and Public Policy: J. W. Betz and E. J. Worxine. Under- 
graduate Teaching of Economics : MaBEL NEWCOMER. 

Econometrica. 

a 5 1946. Macro-economics and the Theory of Rational Behavior : 
L. KLEIN. hing &. of the Firm and of Investment: L. Hurwicz. 
Coptial Expansion, Rate Growth, and Employment: E. D. Domar. 
Multiplier Effects of a Bal nced Budget : Some Monetary Implications 
of Mr. Haavelmo’s Paper: G. HaBEeRtER. The Implication of a Lag for 
Mr. Haavelmo’s Analysis: R.M.Goopwin. Further Analysis: E. E. 
Hacen. Reply: T. Haavetmo. 


The Journal of Economic History. 

SUPPLEMENT. DECEMBER, 1945. The Tasks of Economic History. Papers 

yaw for meetings of the Economic History Association. In Search 
a Business Class in Thirteenth-Century Genoa: R. L. REYNOLDS. 
The American Busi~ess Elite: A Collective Portrait: C. W. MILts. 
Business History and Economic History: A. H. Cotz. The Economics 
in a Business History: T. C. Cocnran. Invention as a Factor in 
Economic History: 8S. C. Grmurmian. Labour Policy and Economic 

History : L. Wotman. 

Journal of Farm Economics. 

May, 1946. International Price Control through Buffer Stocks : O. Zacuits. 
Production and Welfare Objectives for American A T. W. 
Scuuttz. The Economy of Small Farms in Wisconsin : W. W. ‘Wicox. 
Long-Time Adjustments tn Forage Land Utilization in the Northeast 
Region: V. L. Huripurt. Input-Output Relationships in Fattening 
Cattle: A. G. Netson. The National Food Allotment Program : 
R. Scuickete. Economic Functions and Units in Farm Organization : 
R. J. Smrru. Benefits from Irrigation under Sub-Humid Conditions: A. 


Joss. 
Review of Social Economy. 

Vou. IV, No. 1. 1946. Papers and Proceedings of the Fourth Annual 
Meeting of the Catholic Economic Association. Ability to Pay: B. W. 
Dempsey. The Catholic Philosopher and the Catholic Economist : C. F. 
Dirksen. An Economist's Comment on Philosophico-Economic Relation- 
ships: J.H.SHerHan. A Philosopher's Comment on Catholic Philosophy 
and Catholic Economics : B.L. McAvoy. The Principle of Solidarity in the 
Teachings of Rev. Henry Pesch, S.L.: F. H. Mvettzer. The Economic 
Upheaval in the Pacific Basin : B. F. Lanpuyt. Governmental Measures 
of Foreign Countries to Encourage Large Families : W. ToBBE 


La Revue Economique et Sociale 


May, 1946. Planisme, individualisme et entreprise publique : M. Bazrez. 
L’ Agriculture et la Plani, ification : F. Hourmiumr. Rendemenis industriels 
comparés en France et al’étranger: A. ARMENGAUD. Comment normaliser 
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et rénover la distribution du crédit: P.-L. Btzarp. L’Abolition en 
Grande-Bretagne de la loi de 1927 sur les conflits ouvriers : M. La GIoTrzRE, 


JunNE, 1946. La Fusion du capital et du travail dans la gestion des entre. 


prises: R. Ducott. La Réforme administrative: C. Mertuac. Leg 
Réformes agraires en Europe centrale et orientale: B. Gute. Un Plan 
de développement économique du Maroc par l’extension de la coopération : 
R. Mout. 

De Economist. 


JANUARY, 1946. De taak der theoretische economie: F. Dr Vries. An 


inaugural address at the University of Amsterdam, chiefly concerned with 
the nature of ‘‘ theoretical economy ” and its relation to reality. One 
line of criticism to-day is that ‘“‘ Economy” is a purely theoretical 
analysis, which cannot be refuted by an appeal to facts. The writer 
cites Marshall’s dictum that theory is not “‘a body of concrete truth, 
but an engine for the discovery of concrete truth,” and the correspond. 
ing observation of Keynes that it is “‘an apparatus of the mind, a technique 
of thinking ’’; but the consequences of this point of view have not been 
drawn. It is argued that while the ultimate end of Economics is to explain 
what happens, there comes a point where experience cannot help us, 
and Logic must acccemplish the task. Facts themselves are silent, 
They give an answer only if we know the question to ask. Hence the 
need of a language, of economic concepts and categories. The function 
of ‘‘ Economy ”’ is to form economic concepts and define them, and the 
test of ‘‘ Economy ” is in its usefulness as an instrument for the treat- 
ment of economic questions. In its task the difficulties of theoretical 
economy are accentuated by the fact that there has always been previous 
discussion of economic questions, and that therefore it must use old terms 
with earlier associations. Also there is no purely economic group of 
phenomena; its material is mixed with the subject-matter of other 
sciences, with technical, juridical, psychological, ethical and political 
roblems. (‘‘Capital’” and “costs” are taken as examples). 
eoretical Economy thus plays the part of a servant (een dienende Rol); 
it is a part of economics, but it exists to serve those who are dealing with 
the treatment of concrete problems. But though “ subservient,” it is 
indispensable. How far does theoretical economy, as presented to-day, 
agree with this view? Theoretical Economy has tended to overste 
these limits. From being a theoretical analysis it has sought to tend 
what in reality is, and what must happen. With a backward glance to 
Smith and Mill, the writer also points out that economists have also 
tended to occupy themselves with what is “natural,” ‘‘ normal,” 
‘**jdeal.” Theory in the hands of many practitioners has thus been more 
than an analytic tool. The immediate task is a strict limitation of 
theoretical economy to its own terrain, to purify the ‘‘ concept-apparatus ” 
from the technical, political and other points of view. In this process 
many traditional doctrines must be got rid of. The vagueness of the 
‘economic principle” is commented on. The conclusion is that 
theoretical economy is merely the analytic tool with which, without 
prejudice, we seek to solve economic problems of whatever kind they 
may be. Ujit de geschiedenis van Rijks vlottende schuld : A. M. Dz Jone. 
The first part of a history of the Netherlands Floating Debt during the 
period from 1841 to 1940, later to be published in book form. 


Fresruary—Marcu, 1946. Plaats en taak der verkeerseconomie : P. Kurn. 


The economics of transport is a branch of economic science as a whole. 
Economics is defined as the “‘ science concerned with striving for welfare 
as expressed in the life of society.” The idea of welfare has recently 
been deepened and widened in various directions. The pursuit of opti- 
mum satisfaction involves (a) making the available means as efficient 
as possible; and (6) increasi the available means. How far the 
question of increasing the available means is a technical, how far it is an 
economic problem, is considered. For “‘ transport-economics,” the 
striving for welfare is also the starting-point and the driving force. 
It is suggested that there is room for a special branch of economics 
concerned with economics for three reasons: (i) it is a substantial 
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en section of economic life, obviously capable of delimitation, with special 
RE. technical means, related to the geographical milieu, and with outstanding 
tre. influence on the development of production; (ii) it has special problems, 
Les a somewhat stormy development with a history of crises; its structure 
lan is such that a conscious transport policy, guided by authority, can alone 
on : give a solution ; (iii) war conditions in most countries have led to economy 
in material and fuel, and imposed a rational use of the possibilities that 
remain; the problems arising call for systematic study. In the light of 
An these, the task of the “‘transport-economist’”’ is considered. De vesti- 
rith gingsplaats en de intensiteitsverschillen van den tuinbouw : W. J. SANGERS. 
One A discussion of the location and variation of intensity of horticulture. 
ical Two questions arise here: (i) where the land should be used for horti- 
iter culture; and (ii) how much of the factors of production, labour and 
ith capital, should be applied for the proposed production per unit of land. 
od, There are other questions, as e.g., the location of particular branches 
que of horticulture; what changes occur both in place and time. The 
een discussion, which contains a wealth of illustrations regarding the dis- 
lain tribution of horticulture in Holland, is based on J. B. Clark’s five 
us structural factors: needs, population, factors of production, technique 
ont. and organisation. The theories of von Thiinen are criticised, especially 
the with reference to the influence of waterways in Holland. Improved 
tion transport is a more effective influence than formerly; also the im- 
the possibility of extensive cultivation near towns is more marked than 
eat. it was. The influence of labour reserves for certain types of agriculture 
ical is emphasised. In the second part consideration is given to the factors 
ious that determine the intensity of cultivation. Boscheigenaar en inkom- 
rms stenbelasting : L. J. ScuretHart. A discussion of the application of the 
> of Dutch Income Tax to income arising from the ownership of forests and 
ther from forestry as an Industry, with suggestions for amendments. 
ical Aprit, 1946. De inhoud der verkeerseconomie: P. Kury. A lengthy 
les). review of the problems and content of the economics of transport. All 
‘0l) ; economy is concerned with welfare, and the article classifies the discussion 
vith under (a) the welfare of the consumer ; (b) of the transporters; (c) of the 
t is particular branch of transport; (d) of the transport system as a whole; 
lay, and (e) of authority, as representing the public interest. Transport is 
ste intimately connected with Division of Labour, of which there are various 
ac aspects (specialisation, integration, etc.). But also “transport possi- 
6 to bilities ’’ influence division of labour (the extent of the market). Trans- 
also port is related to the organisation of industry. A lengthy section 
al,” deals with costs and rates. It is widely held (a) that the cost of each 
nore individual act of transport is extremely difficult to calculate; and (6) 
2 of that once the system is functioning, each additional unit of transport 
us” costs little; so that nearly all costs are general costs, and most costs are 
cess “indirect.”” The author does not accept the theory of rates which is 
the based on the idea of “ joint costs.” It confuses questions of cost and 
shat questions of price formation; also it fails to distinguish between different 
rout kinds of “ joint costs.” ‘‘ Charging what the traffic will bear” is a 
hey question of price policy ; it rests, not on the impossibility of determining 
NG. cost, but on the possibility of differentiation. A distinction should be 
the drawn between ‘‘real’’ and “ unreal”’ joint costs, between common 
| and combined costs. In the former case two products are inevitably 
UIN. produced together (gas and coke); in the latter there is a union of two 
le. products which might be kept separate, but they are combined for eco- 
fare nomic reasons. The doctrine that costs are constant is also criticised. 
ntly All costs are variable; it is largely a question of tempo, and of stages. 
ypti- Costs which are relatively stable for a period may rise suddenly with a 
“ent leap (doubling aline). In later sections attention is given to the questions 
the of co-ordination of goods traffic and of passenger traffic. An account is 
s an given of the situation in the ’thirties, and of the forces impelling to 
the co-ordination. Co-ordination is an attempt to restrict and normalise 
ree. competition, suggestive of Kartel-formation. On the subject of co- 
mics ordination of rail and road passenger transport an account is given of 
Dutch legislation on the subject. The relation of the State to transport 
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is discussed; the happiest solution would be for the State to be owner; 
but for the administration to have a large measure of freedom. De 
vakopleiding in de metaalnijverheid : R. VAN MAaNEN. A review of the 
present position in Holland with regard to education, training and ap. 
prenticeship in the Metal Industries. 


May, 1946. Over de grondslagen der economische wetenschap: A. Dx 


GraarFr. A plea for the humanisation of economics. There are complaints 
that economics has lost touch with reality. If so, then, in the words of 
Morgenstern, economics becomes an intellectual plaything like chess, 
Valk is cited as an example of the view that theory fails because its 
premises are not in agreement with reality. These complaints are based, 
it is argued, on lack of theoretical insight and on insufficient knowledge, 
Two points in particular are ordinarily advanced in criticism: (a) the 
method of price-formation and (b) the assumption of the “ economic 
man.” On the first, the criticism is that prices are determined in fact 
not in accordance with economic theory, but by cartellisation and other 
authoritarian methods. The law of price-formation, however, merely 
establishes a tendency; but the tunlension established by the law of 
nee tee ay may manifest themselves less obviously or in another 
orm, directly or indirectly. On another approach, experience shows 
that a Kartel can seldom fix and maintain prices which are withdrawn 
from the influence of the laws of price-formation. Neither of these 
criticisms of economics is valid. If economics has failed, and does not 
give our generation what it wants, the explanation lies elsewhere. A 
system of thought may become outmoded, not because of ascertained 
errors, but because of the varying importance men come to attach to 
the different facets of a subject. In this case the change springs not 
from external circumstances, but from within man, in his spiritual life 
and make-up. It is argued that there is a deep gulf between the spiritual 
and mental make-up of the 19th and 20th centuries. Current economic 
theory is subjective. The writer surveys recent tendencies in economics 
and finds that it has been becoming more and more detached from Man, 
and that there has been a strengthening of its mechanistic and mathe- 
matical character. Current theory arose in the 19th century, and 
reflects the mental build-up of that time. Changes in spiritual life since 
then have not been reflected in economics. Indeed in the way it has 
sought to meet its difficulties, the path taken by economics has been 
diametrically opposed to the development of the “‘ spiritual make-up ” 
(geestesstructuur). In opposition to concentration on ‘‘ Man ” elsewhere 
economics has sought a solution in a refinement of its mechanistic 
apparatus. This is the real source of complaints about the inadequacy 
of current theory: the opposition between the basic lines of spiritual 
thought in general and of economic thought. The way economics 
ought to go is sufficiently indicated : it is the path philosophy has taken. 
It should place man and his life in the centre of things. It should 
consider how man comes to act as he does, and what consequences his 
action has. Differentiatie en integratie van het vervoer: H. A. A. DE 
MELVERDA. War has shown the importance of transport in our economic 
life; but while other aspects of transport have been considered, in- 
sufficient attention has been devoted to the economics of transport. 
Further, transport-economics has been concerned chiefly with railways, 
but other branches are no less interesting. In all industries and enter- 
prises, there are forces tending to link together, and forces tending to 
split up. Those that link together may result in parallelisation or 
integration (horizontal and vertical), according as they link together 
what is similar or dissimilar. So the forces tending to split up may split 
up into similar or dissimilar undertakings, giving rise to specialisation 
and differentiation. There are different types of differentiation and 
integration. The characteristic of differentiation is the creation of new 
markets; of integration, the disappearance of markets. In this frame- 
work, the article proceeds to a loathe discussion of various forms of 


. 
. 


enterprise in transport, with ial reference to the characteristics, origm 
and distinctive features of professional-carriers (common carriers) 
































































1946] RECENT PERIODICALS AND NEW BOOKS 521 


and carriers of own-goods, and numerous intermediate transitional 


forms. 

June, 1946. John Maynard Keynes: J. B. Kreuxnietr. An apprecia- 
tion, and an estimate of the significance of Keynes in economic theory. 
But his influence has been still greater in the field of economic policy. 
De Nederlandsche Hypotheekbanken in crisisen oorlogstijd : Tu. L1GTHART. 
An account of the history and the problems of mortgage banks in 
Holland since about 1933, during the years of crisis and the war. 


Schweizerische Zeitschrift fir Volkswirtschaft und Statistik. 

Aprit, 1946. Quelques aspects du probléme des réparations allemandes : 
H. LAUFENBURGER. Les trente Demoiselles de Geneve et les billets 
solidaires: M. Cramer. Der Begriff der Wahrscheinlichkeit in Mathe- 
matik und Statistik : H. Wrestzr. 

June, 1946. Georges Sorel: W. A. JOuR. Bauernwirtschaft und Kol- 
lektiv : C. von Drerze. 

Moneda y Crédito (Madrid). 

No. 16. Marcu, 1946. Las reparaciones de ayer y las de hoy: J. RuE¥Fr. 
fas crisis de la industria eléctrica : E. Becerrit. The Bank of England 
cumple 252 avios: R. CARANDE. La crisis de la sociedad en el presente, 
del profesor Répke : R. StesERtT. La imposicidn de la rente en Espana : 
J. SARDA. 

El Trimestre Econémico. 


Aprit-JUNE, 1946. El progreso econdmico de Mexico: problemas y solu- 
ciones: V. L. Urnquript. La concepceidén técnica del ingreso gravable y 
nuestra ley del impuesto sobre la renta: A. SErvin. La nueva ley mone- 
taria y las reformas bancarias de Guatemala: J. G. Rosies. Las 

_ finanzas piblicas y el ingreso nacional: R.O. Mena. La deuda pitiblica 
y el ingreso nacional de Estados Unidos ; II: H. C. WatticH. Apuntes 
histéricos sobre la moneda del Paraquay : 8S. ZAvAua. 

Ekonomisk Tidskrift. 

Marcu, 1946. Wages and Full Employment: J. Axerman. Professor 
Akerman criticises existing trade cycle theories as being more properly 
applicable to the long period than to analysing short period cumulative 
processes, because they give insufficient weight to the upward pressure of 
wages. He is particularly interested in Prof. Jorgen Desecaan theory 
(which does however give weight both to this factor, and to the degree 
of monopoly—the theory may be expressed: Level of employment = 


k. , ‘ ? . L, where k equals the degree of monopoly, T the level of technique, 


P the price level and L the level of wages). Professor Akerman develops 
a theory of what he calls the “‘ wage strain factor ’’ which he believes 
could be measured statistically. He holds that in order to control the 
level of activity it is as necessary to control the level of wages as the 
level of investment. A Discussion of British Reconstruction Policy: 
I. SvEnNntLsoN. An interesting account of the prospects of British 
industry as seen by an exceptionally well informed foreigner, in the early 
epring of 1946. Prof. Svennilson emphasises the lack of flexibility in the 

ritish economy, the shortage of essential materials, and structural 
difficulties. He holds that the ‘‘ model makers” seriously over-esti- 
mated the rise in productivity during the war (due to an insufficient 
realisation of structural difficulties). On the other hand, he believes that 
too little weight is given in British discussions, to Empire goodwill. 
Company Profits and Bank Liquidity : B. Kracu. A criticism of Dr. A. 
Ostlind’s work on “‘ The Swedish Economy, 1914-1922.” In the first 
place Dr. Kragh considers that Dr. Ostlind overstates the importance 
of profits as an element in price formation; secondly, he criticises the 
author’s use of figures of small savings on the one hand, and of house 
construction on the other, as being subject to more influences than are 
allowed for. Similarly Dr. h, while admitting the interest of Dr. 
lind’s analysis of regional differences in the demand for bank loans, 













































an a 


eal 


* 











Hip un. eS Ra TE Moench aptretemantcgat 


522 THE ECONOMIC JOURNAL [SEPT. 


thinks that he has unduly eoee the factors concerned, which are 
greatly complicated by regional institutional differences. 


Index. 

No. 168. JuNE, 1946. Economic Survey. March 15—June 15, 1946. 

JUNE, 1946. SuPPLEMENT. Sweden’s Monetary and Fiscal Policy before and 
after the Second World War: B. Kraau. 

Dkonomi og Politik. 

JANUARY—ManRrcH, 1946. ‘De forenede Nationer” i Funktion. Sovjetruslands 
Landbrug. Folk og Diktatorer 1 Sydamerika. Priser og Lonninger 
under den 2den Verdenskrig. Iran og Stormagterne. Den okonomiske 
Udvikling + Danmark. Den internationale skonomiske Situation. In- 
stitutet for Historie og Samfundsokonomi i 1945. Politisk Kronik. 


L’ Egypte Contemporaine. 
NOVEMBER-—DECEMBER, 1945. The Future of World Trade: P. Kanto 
Ovirz. Le Commerce extérieur de V Egypte pendant les deux guerres 
mondiales: J. Scuarz. L’Intérét pour une fraction de Vunité de temps 
(en arabe): R. A. Kwarip. 





NEW BOOKS. 


British. 


ALLEN (G. C.) and others. The Import Trade of the Port of Liver- 
pool Future Prospects. Liverpool: University Press, 1946. 8”. 
Pp. 109. 68 


[This small monograph by Prof. Allen and his colleagues in the Social Science 
Department of the University of Liverpool brings together an immense amount 
of material that will be especially valuable to those engaged in business in the 
Liverpool area. It seeks to answer the question ‘‘ What is the probable level of 
imports into the Port of Liverpool during the post-war period?’’ Mr. D. J. 
Morgan begins with a study of the U.K.’s future import trade; Mr. Corlett follows 
with a discussion of the share of the Port of Liverpool in total imports; Mr. 
Corlett and Mr. Hyde analyse the trade in particular commodities; Prof. Allen 
himself deals with location of industry policy and the Port of Liverpool. Mr. 
Morgan’s chapter is obviously of more than local interest and brings together a 
good deal of useful information about the future balance of payments, and 
about the marginal propensity to import. It is perhaps legitimate to ask whether 
it is safe to assume that the pre-war propensities will be substantially unchanged 
in view of the war-time developments in agriculture, the shift towards engineering 
and away from other industries (the import content of output per head is very 
different in different types of industries, and particularly high in textiles, where 
employment has fallen greatly), and the probable changes in the distribution of 
the national income under full-employment conditions. ] 


Batson (E.). The Poverty Line in Salisbury. University of Cape 
Town: School of Social Science and Social Administration, 1945. 
8”. Pp. 26. Is. 6d. 

[A study of the standards in Salisbury, Southern Rhodesia, conducted by the 
Social Survey of Capetown in collaboration with the Salisbury Social Welfare 
Council. A Poverty Datum Line was first established on a basis applicable to all 
ethnic groups; it is interesting to note that Prof. Batson prefers to apply this 
single poverty line to all races, though he provides means to discount the poverty 
line where families are not living according to certain Western conventions. The 
ewer line established for Salisbury lies very close to that estimated for bye 

own; for a married couple with three children, for example, it is £140 for 
Salisbury as against £138 12s. for Cape Town.] 


Buareava (R. N.). Price Control and Rationing. Allahabad: 
Kitabistan, 1945. 8}’’. Pp. 124. Rs. 4:8. 


[This study of price control and rationing was written before the end of the 
war, and it inevitably has dated somewhat. But it still has an importance as 4 
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statement both of the needs to ration in India and of thé difficulties and obstacles 
to doing so.] 


Carr (E. H:). The Twenty Years’ Crisis, 1919-1939. London: 
Macmillan and Co., 1946. 84’. Pp. xii + 244. 10s. 6d. 


[A second edition, virtually unchanged; the first edition was reviewed by 
Mr. A. L. Rowse in the Economic JouRNAL of April 1942.] 


CuoxsEy (R. D.). Economic History of the Bombay Deccan and 
Karnatak (1818-1868). Poona: R. D. Choksey, 1945. 84’. Pp. 
369. 16s. 


[This economic history of the Deccan and Karnatak is based in large measure 
on the study of the official p — of the contemporary administrations, extracts 
from which are separately published in the volume noted below. Dr. Choksey 
has used this material to produce a study of the economic and administrative 
history of the period that is most interesting and readable. His chapter on the 
=" e communities and the condition of the people give an extraordinarily good 

alanced account of the difficulties of the British administration and of its 
successes as well as its failure. Elphinstone in particular stands out as a man 
of great power and of great willingness to see merits in systems of Indian vi 
rule which, for temporary and personal reasons, were criticised by his subordinates. ] 


CnoxsEy (R. D.). Period of Transition (1818-1826). Poona: 
R. D. Choksey, 1945. 83’. Pp. 243. 12s. 

(This is an entrancing glimpse into a branch of Indian economic history which 
has hitherto been a closed book. It is built up of extracts from the Deccan 
Commissioner’s Files—those of the Peshwar Daftar—for 1818-26. We 
- all the difficulties of the early administration in the difficult days after the 

se of Mahratta rule through the eyes of the officials grappling with the 

oe all and —— for their seniors or colleagues and with no eye to ultimate 

ublication. The fields covered include land administration, taxation, currency, 

communications, and various special problems such as were presented by cotton, 

silk, opium, liquor and the like. What admirable minutes and reports those civil 
servants managed to write !] 


Cote (Marearet). The Rate for the Job. London: Fabian 
Society and Victor Gollancz, 1946. 8”. Pp. 25. Is. 

[Mrs. Cole’s pamphlet, as might be expected from the fact that it is based on 
the evidence of the Fabian Women’s Group before the Royal Commission on 
Equal Pay, is mainly concerned in presenting the political case fc r equality. ] 


Dass (B.). The Social and Economic Ideas of Benoy Sarkar. 
Calcutta: Chuckervertty Chatterjee and Co., 1940. 94’. Pp. 
xix + 664 + viii. Rs. 12. 

[This is a second edition of a volume of essays, first published in 1939, by 
various Indian authorities on the work of Benoy Sarkar, who was a leader of 
Indian thought in sociology and economics from almost the beginning of the 
century down to the outbreak of the war.] 


Davies (Lorp). The Seven Pillars of Peace. London: Long- 
mans, Green, 1945. 7”. Pp. vii+ 149. 6s. 
Soe book, by a well-known “‘ crusader in the field of international relation- 
shi was published only in 1945, but was written during the war before the 
or’s death in 1944. © seven pillars which will help us to build the Temple 
of Peace in the place of the a le of Mars which has held the veneration of 
mankind through the centuries, are ‘‘ morality, justice, freedom, collective 
force, democracy, federalism and education.’’] 


Dennis (F. H.). Electricity, Public or Private Monopoly ? 
London : Victor Gollancz, 1945. 7”. Pp. 143. 7s. 6d. 

(This is a useful study of the relative merits of different forms of ownership 
and organisation in the electricity generating and supply industries by one who 
has considerable experience and knowledge of the industry as an electrical 
engineer. ] 
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Derksen (J. B. D.). A System of National Book-Keeping, 
Illustrated by the experience of the Netherlands economy. Cam. 
bridge University Press, 1946. 9}. Pp. 31. 5s. 

[To be reviewed.] 


Dynes (D. M. E.) (Ed.). Synthesis in Education. Malvern: Le 
Play House Press, 1946. 8”. Pp. 80. 5s. 

[This is a collection of the addresses given at the Summer Conference organised 
by the Institute of Sociology in Cambridge in 1944. Addresses were given on 
synthesis in education in Oxford by Prof. Paton, in Cambridge by Prof. F. C, 
Bartlett, in the Scottish Universities by Prof. Thomson, in the English Uni- 
versities by Prof. Victor Murray, in Wales by Mr. A. Pinsent, in the American 
Universities by Prof. Mumford, in Technical and Science Colleges by Mr. J. W. 
Bispham and in Schools of Education by Mr. J. A. Lauwerys.] 


Firta (R.). Malay Fisherman; Their Peasant Economy, 
London: Kegan Paul, Trench, Trubner and Co., 1946. 9”. Pp. 
354. 25s. 

[To be reviewed.] 


Fogarty (M.). The Reform of Local Government Finance in 
England and Wales. London: Fabian Publications and Victor 
Gollancz, 1946. 8’. Pp. 40. 2s. 


[Mr. Fogarty makes the now familiar case against local rates as a main basis 
for local government finance: that they fall too heavily on small incomes, 
that they hit the oo hee y> 7 - a is on yore yen. 4 are inconsistent with 
& policy of improvi ousing, that they hit particular trades (despite de-rati 
pn ny ee ‘an my they are inequitable as Labulon aiiiaed Toot 
authorities with different needs, and fail to provide a fair basis on which to 
distribute grants. He examines the alternatives: a flexible local income tax is 
impracticable and a further tax on enterprise is undesirable; a tax on site values 
would be inequitable; any considerable further transfer of services to central 
government is to be opposed. Mr. Fogarty advocates re-rating of industrial 
and other premises, while retaining the block grant, and the transfer to local 
authorities of various taxes of a local nature, such as those on entertainments 
and liquor licences. He would like to see increased use of a enterprise 
to relieve rates, for example municipal cinemas, public-houses and other entertain- 
ments. Rather curiously he has nothing to say about the possible effects on 
local finance of the present nationalisation proposals. He emphasises the im- 
portance of solving the valuation problem, and recommends a standing advisory 
committee on taxation. ] 


Fox (W. SHERwoop) (Ed.). Letters of William Davies. Toronto, 
1854-1861. University of Toronto Press, 1945. 9’. Pp. xiii + 144. 
$2-00. 

[To be reviewed. ] 


Giupmy (A. C.). India’s Sterling Balances. London: Fabian 
Publications and Victor Gollancz, 1946. 8”. Pp.19. 6d. 

[This very provocative and contentious pamphlet takes the line that, cost 
what it may to Britain, the sterling balances which India has acquired during 
the war must be repaid in full. It rehearses, quite rightly, the history of the 
financial agreement with India for “he division of war expenditure. But it makes 
no reference to the background in which that agreement was reached in the éarly 
months of the war, nor to the changes, never adequately reflected in any revision 
of the agreement, when the Japanese invasion reached the frontiers of India, 
and operations in Burma became a very large and expensive part of the war. 
Mr. Gilpin makes clear that he appreciates the important distinction between 
the immediate real costs of the war, and the ultimate financial division. In- 
evitably a large part of the real costs of the Eastern campaigns were borne by 
India, in the sense that shortages involved an immediate, and in many cases very 
severe, reduction in the standard of life. It is quite legitimate to i 
this, to deplore the grave effects of the war on India, but yet to be very far from 
convinced that it is right that the sufferings in India during the war should be 
recompensed, were that possible, by an indemnity from ourselves to India.] 
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HawTrey (R. G.). Economic Rebirth. The dangers and diffi- 
culties of the post-war economic situation explained in straightforward 
language. London: Longmans, Green, 1946. 7}”. Pp. 161. 5s. 

[To be reviewed.] 


KarveE (D. G.). The Indian Economic Conference. 28th Annual 
Session, Lahore. Towards Progress in Economics. Poona: Aryab- 
hushan Press, 1946. 94’. Pp. 34. 

[This study of the an wer of economics was Professor Karve’s Presidential 
Address to the Indian Economic Conference. He deals mainly with the problems 
of the proper scope of economics, and pleads for its wider extension rather than the 
narrowing by exclusion of anything ted to value judgments which has recently 
been noticeable. He argues that economics must deal with policy as well as 
with causation and measurement, and that the great economists have been 
concerned with the real active problems of their times. He sees a growth of 
— economics as Indian policy becomes increasingly a matter of Invian 
control. ] 


KENDALL (M. G.). Contributions to the Study of Oscillatory 
Time-Series. London: Cambridge University Press, 1946. 9}’’. 
Pp. 76. 7s. 6d. 

[To be reviewed.] 


LUETKENS (CHARLOTTE). Women and a New Society. London : 
Nicholson and Watson, 1946. 8}'’. Pp. 128. 6s. 

[An interesting discussion of the always changing pattern of women’s lives 
since the industrial revolution; and of the problems that face them and of the 
adjustments they must make if they are to attain fulfilment in the present-day 
world. As with all the volumes in this series, The New Democracy, the book 
is freely illustrated with photographs and pictorial charts in colour designed by 
the Isotype Institute.] 


Lynp (HELEN M.). England in the Eighteen-Eighties. Toward 
a Social Basis for Freedom. London: Oxford University Press, 1945. 
8}. Pp. viii + 508. 2s. 

[To be reviewed.] 


Mantoux (E.). The Carthaginian Peace—Or The Economic 
Consequences of Mr. Keynes. London: Oxford University Press, 
1946. 9”. Pp. xvii +210. 12s. 6d. 

[To be reviewed.] 


Maxton (J. P.). The Control of Husbandry. A discussion of the 
future of the War Agricultural Executive Committees. London: 
Oxford University Press, 1946. 9”. Pp. 47. 3s. 6d. 

[To be reviewed.] 


MoGrercor (A. G.). Collective Bargaining and Decadence. The 
Solution of Britain’s Gravest Problem. London: Isaac Pitman, 1946. 
1”. Pp. 79. 5s. 

{Mr. Grant McGregor argues that ‘‘ great advance has been made in ability 
ae Stllens aemveneliien advance in ability to properly distribute 

enjoy the plenty that can be produced. Until consuming power is kept in 
step with ever-rising Lanne sf power the hold-up in the advance of civilisation 
must continue. Our potential producing power in the main has been achieved 
by free enterprise . . . [but because free enterprise was not matched by adequate 
consuming * agen. socialism blossomed forth with its plans to socialise industry 
and stifle profit motive. . . . To lose advan which free enterprise has 
demonstrated in the past would be to leave open the road to decadence.” To 
combine the virtues of free enterprise and adequate consuming power the author 
recommends a Clearing House Exchange plan, giving each country an exc 
tate in terms of ‘‘ Internationals ’’ which would keep its imports and exports in 
-] 
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Money and Banking. London: Joint Council of Monetary and 
Economic Research, 1945. 8}. Pp. 33. 1s. 6d. 

[This pamphlet, produced by Engineers’ Study Group on Economics, provides 
a clear account of the machinery of deposit banking. But, since it eschews any 
examination of the real sources of saving, the realities behind the machin 
scarcely appear. For this reason the short notes on the financing of the two wars 
and the crisis of 1931 do not go below the surface. ] 


Picou (A. C.). Income. An Introduction to Economics, 
London: Macmillan, 1946. 74’. Pp.vii+ 117. 5s. 

[Reviewed in this issue.] 

RacraL REtations. Studies in Conflict and Co-operation. No. 1. 
1945. No.2, 1946. Malvern: Le Play House Press. 8’. Pp.8. 6d, 

[These two pamphlets are published by the Racial Relations Group, which is 
an independent group associated with the Institute of Sociology. o. 1 is The 
Jewish Problem by W. W. Simpson; and No. 2 is The Relations of White People 
and Coloured People in Great Britain by K. L. Little.] 

Ramaswamy (T. N.). Economic Stabilisation of Indian Agri- 
culture. Benares: Nand Kishore, 1946. 84’. Pp. xxx + 176. 
12s. 6d. 

[This book is best described as the political economy of Indian agriculture. 
Whereas Mr. Tarlok Singh’s book, noted below, is mainly concerned with the 
technical and managerial problems of improving Indian agricultural standards, 
this book deals mainly with the question whether Indian agriculture can flourish 
within a competitive laissez-faire framework. The author’s answer is a very 
dogmatic ‘‘ No.’’] 

Rocue (J. de la) and Gorrmann (J.). La Fédération Frangaise, 
Contacts et civilisations d’outre-mer. Montreal : Editions de 1’Arbre, 
1945. 8”. Pp. 642. $4.00. 

[To be reviewed.] 


Rontmors (H. E.). Russia’s Foreign Trade and the Baltic Sea. 
London : Boreas Publishing Co., 1946. 7”. Pp. 51. 2s. 9d. 

[This pamphlet is a ‘‘ short and preliminary summary of a more extensive 
study dealing with the Economic Relations of Eastern Europe and the so-called 
Middle Zone.”’ It traces the reasons for the gradual shifting of Russian Trade 
from the Baltic to the Black Sea and the Dardanelles.] 

Rowse (A. L.). The Use of History. London: English Uni- 
versities Press Ltd., 1946. 7”. Pp. xi + 246. 4s. 6d. 

[Mr. Rowse’s lively and stimulating book ought to be put into the hands of all 
those students who, thinking of economics too exclusively as a scientific method- 
ology, want to know why they should be asked to read some economic history. 
There are half a dozen good pages on economic history. Mr. Rowse is at his best 
on how to read history, how to make your own eyes and your own knowledge 
of things, places, people supplement what comes from the books, and how to use 
books themselves to supplement these other things. In short, Mr. Rowse tries to 
make his would-be historians learn from the beginning what everyone who 
lectures learns for himself: that knowledge and understanding begin when you 
tackle something from the angle of ‘*‘ What is the truth about this? ’’ and when 
you learn to treat your books, not as authorities, but as collaborators in the great 
task of searching for truth.] 

SuiverMAN (H. A.) (Ed.). Studies in Industrial Organization. 
London : Methuen and Co., 1946. 8}. Pp. xvii + 362. 20s. 

[To be reviewed. ] 


Smunex (T.). Poverty and Social Change. A study in the re- 
organisation of Indian rural society. Bombay and London: Long- 
mans, Green, 1945. 7”. Pp. 200. 6s. 

[This small study of the problems of agricultural reorganisation in India, 
written in a private capacity by a member of the I.C.S. who is obviously familiar 
with the full detail and difficulties of the problems of which he is writing, deserves 
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the attention of all who are interested in the future economic development of India. 
The main problem, as the author sees it, is overpopulation of the vi combined 
with ineulfi ciency of agricultural output. ‘The essence of efficient farming 
consists in combining four separate factors in each farm, namely: (1) an area 
sufficient for effective operation; (2) organisation; (3) capital, and (4) technique 
at a level which, in given conditions, yields the greatest economies.’’ For the 
first objective, a large increase of the unit of management and cultivation is 
necessary. Consolidation, as at present practised, has given solid results, but is 
very slow to work and is reversed by division of holdings at death. Mr. Tarlok 
Singh suggests that the village be taken as the unit of management, while retain- 
ing the principles of ownership, or permanent tenancy, and land inheritance; 
“those who cultivate will share the reward due to labour and those who own 
will receive an ownership dividend.’’ He works out, within such a system the 
size and methods of allotment of work units, the manpower requirements and the 
manpower lus to be absorbed into new forms of production, many of which 
might be developed within the village community itself.] 


Vaxi (C. N.) and Angaria (J. J.). The Future of the Rupee. 
Bombay : Popular Book Depot, 1945. 83”. Pp. 39. Rs. 1.4. 

[This most interesting survey of the various factors making for a higher or a 
lower level of the rupee reaches no final conclusion either as to the appropriate 
short or long-term rate in view of the very many uncertainties. The authors 
argue, however, the need for an autonomous rupee, which will allow the internal 

rice and cost structure to reach its own level without pressure from external 

retin through the exchange rate. In particular they find it hard to foresee 
the full financial implications of large-scale planning to raise the Indian standard 
of life.] 


Wison (T.). Fluctuations in Income and Employment. 
London : Isaac Pitman, 1945. 8}. Pp.x +213. 18s. 


[A second, unchanged, edition of a book which was reviewed by Mrs. Robinson 
in the Economic JouRNAL of December, 1942.] 


ZwaL¥F(M.). European Transport. The Way to Unity. London: 
Fabian Publications and Victor Gollancz, 1946. 84’’. Pp. 39. 2s. 

(Mr. Zwalf considers the outlook for European transport quite hopeless unless 
we take the revolutionary step of re-organising it on a European scale. This he 
deems very unlikely in face of what has always been the chief obstacle to it— 
national sovereignty.] 


American. 


Asspotr (C. A.). Financing Business during the Transition. 
New York and London: McGraw-Hill Book Company, 1946. 9’. 
Pp. xii + 133. 9s. 


[To an English reader this study is interesting as much for what it does not 
deal with as for what it does. The main emphasis is on the aspects of long-term 
finance which will be particularly important in the transition from war to peace, 
on the importance once more of improving the capital market organisation, of 
filling the familiar gap in the provision of long-term capital to small and medium- 
sized businesses, of increasing the flexibility, both geographical and industrial, 
of the flow of funds seeking investment, and so on. In comparison with these 
problems, and those of providing capital for the new businesses likely to be set up 
through normal growth, relatively little importance would appear to be attached 
to the problem of financing the filling of the civil pipe line, by turning over 
firms from government work, partly financed here by progress payments, to 
ordinary civil production, with the attendant problems of re-establishing the 
normal peace-time levels of work in progcess and stocks in process of distribution. 
It may be that, having regard to American methods of financing war production, 
the problem is not so vital or difficult in the U.S.A. Wovertielies @ reader may 
perhaps wonder whether a technique of study which is based principally on a 
comparison of the needs for finance before and after the transition may not fail 
to elucidate some of the actual problems of movement. ] 


Agriculture in an Expanding Economy. New York: Committee 
for Economic Development, 1945. 11”. Pp. 45. 

[The war has contracted manpower in U.S. agriculture by about 16%, despite 
the increase of total output by a fourth. Demand is likely to drop heavily 
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when the relief period is over. Though the fall of prices and incomes may be 
less precipitate than after 1918, it is likely to cause widespread and serious 
difficulties. Dairying, meat, fruit and vegetables may do well with high con- 
sumer purchasing power, but wheat and cotton are likely to present special 
problems. This paper studies what can be done. The methods considered 
are those which might increase internal consumption, increase exports, increase 
labour mobility, lessen insecurity of income by price fixing, subsidy and the like.] 


Barn (J. S.). The Economics of the Pacific Coast Petroleum 
Industry. Part 2. Price Behavior and Competition. Berkeley and 
Los Angeles: University of California Press, 1945. 9”. Pp. xv + 
438. $6.00. 

[The second volume of a three volume study conducted by the Bureau of Business 
and Economic Research of the University of California. This volume deals with 
price behaviour and competition, and covers such problems as production and 
sales, the markets, transportation, the price structure both for crude and 
refined products, and the financial results of the price policies. } 


BisHop (H. P.). Retail Marketing of Furnace Oil. Harvard 
University : Graduate School of Business Administration, 1946, 
9”. Pp. 42. 50 cents. 

[A detailed and statistical case study for the Harvard Graduate School of 
Business Administration. ] 


Burns (A. F.). Economic Research and the Keynesian Thinking 
of our Times. New York: National Bureau of Economic Research, 


1946. 9”. Pp. 69. 

[Dr. A. F. Burns, who has succeeded Wesley Mitchell as Director of Research, 
contributes to this Annual Report of the National Bureau of Economic Research 
a most interesting study of the research problems raised by Keynesian thinking; 
he rightly emphasises that the best means of tackling them is not by strengthening 
pure trade cycle research, but by strengthening all relevant statistical investiga- 
tions, while giving them the necessary twist in the directions that will throw light 
on employment problems. | 

Burns (E. J.). Some Financial Trends of Commercial Banks of 
Philadelphia, Pennsylvania, 1915-1941. Washington, D.C. : Catholic 
University of America Press, 1945. 9”. Pp. x + 122. 

{A Ph.D. dissertation of the Catholic University of America.] 


CroueH (S. B.). A Century of American Life Insurance. A 
History of the Mutual Life Insurance Company of New York, 1843- 
1943. New York: Columbia University Press (Oxford University 
Press), 1946. 9’. Pp. xiii + 402. 30s. 


[This is a history of an insurance company—the Mutual Life Insurance Com- 
pany of New York—written by a professional economic historian at the request 
of the company after a century of its operations. It deals, over the earlier years, 
with the growth of life insurance and the evolution of the contract; with mortality 
tables, premiums, reserves and dividends; selecting risks and market policies; 
investments and management. In the later stages we see the developments of 
the company’s method in all these respects, and the growth of new problems of 
investment, management and the like. This history will be of interest to all who 
are concerned with problems of insurance. ] 


Crum (W. L.) and ScoumPETER (J. A.). Rudimentary Mathematics 
for Economists and Statisticians. New York and London: McGraw- 


-*‘Hill, 1946. 8”. Pp. ix + 183. $2.50. 


[To be reviewed.] 


Finney (KATHERINE). History of Mutual Savings Banks in 
Northampton, Massachusetts. New York: King’s Crown Press 
(Oxford University Press), 1946. 83”. Pp. 225. 16s. 6d. 

[This study sought to examine the variations in interest rates and their 
effects on the volume and fields of investment in a small city that is believed to 
be typical of a great part of the American economy.] 
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Groves (H. M.). Postwar Taxation and Economic Progress. 
New York and London: McGraw-Hill Book Company, 1946. 8}”. 
Pp. xiv + 432. 22s. 6d. 

[To be reviewed. ] 


HansEn (A. H.). Fiscal Policy for Full Employment. New York 
University : Institute on Postwar Reconstruction, 1946. 8”. Pp. 
23. 25 cents. 

[Dr. Hansen discusses principally the réle of public outlays in the modern 
economy. He shows how state e diture creates incomes, either directly by 
paying incomes for services provided, or by subsidising ordinary consumer 
expenditure or investment in one way or another. He next considers how far 
particular methods of financing a budget are inflationary or deflationary, and the 
proper balance between the two. Finally he deals with the problem of managing 
the national debt.] 


Haynes (W.). American Chemical Industry. Vol. II. The 
World War I Period: 1912-1922. Pp. xliii+440. Vol. III. The 
World War I Period: 1912-1922. Pp. xv + 606. New York: 
D. van Nostrand Company, 1945. 94’. 

[These are the second and third volumes of the history of the American 
Chemical Industry in the first world war. They cover the period 1912 to 1922. 
The first of these two volumes deals partly with the general background— 
Wilsonian policy, the tariff depression, the trend towards war and its effect on the 
industry, and finally the process of gearing the industry to war; the second half 
of the same volume deals with the critical materials—principally nitrogen, the 
coal by-products, potash, phosphate rock, pyrites and certain drugs. The 
second volume continues the story of particular products; each main product is 
dealt with in turn with a great deal of history both of personalities and firms 
interspersed. | 

Kinessoury (Laura M.). The Economics of Housing as presented 
by Economists, Appraisers, and other Evaluating Groups. New 
York: King’s Crown Press (Oxford University Press), 1946. 9”. 
Pp.177. 16s. 6d. 

[Reviewed in this issue.] 


Labor in the Philippine Economy. California : Stanford University 
Press (Oxford University Press), 1945. 84. Pp.xv +97. 12s. 

[The author of this study of the labour problem in the Philippine Islands was 
until recently Research Economist for the United States Government, and was 
at one time on the staff of the Department of Economics of the University of the 
Philippines. He considers the nature of the Philippine Labour Problem, the 
Social Justice Programme, the objectives of industrialization, the conditions of 
labour and the labour movement. ] 

MoD1rarmip (0. J.). Commercial Policy in the Canadian Economy. 
Cambridge, Mass.: Harvard University Press (Oxford University 
Press), 1946. 8’. Pp. xii + 397. 25s. 6d. 

[To be reviewed. | 


Meurer (R.I.). Mortgage Foreclosures and Property Management 
by Life Insurance Companies. Philadelphia: University of Pennsyl- 
vania, 1944. 9”. Pp. 124. 

[A doctorate thesis of the University of Pennsylvania. ] 

MENDERSHAUSEN (H.). Changes in Income Distribution during 
the Great Depression. New York: National Bureau of Economic 
Research, 1946. 9}. Pp. xviii +173. $2.50. 

[Reviewed in this issue.] 

Merriam (L.). Relief and Social Security. Washington, D.C. : 
Brookings Institution, 1946. 9”. Pp. xx +912. $5.00. 

[To be reviewed. ] 
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Nresyt (K. H.). Studies in the Classical Theories of Money. 
New York: Columbia University Press (Oxford University Press), 
1946. 84’. Pp. xii+ 190. 16s. 6d. 

[To be reviewed. ] 


Prerson (J. H. G.). Full Employment in Practice. New York 
University : Institute on Postwar Reconstruction, 1946. 8’. Pp. 


26. 25 cents. 


[Dr. Pierson tries to see how full employment—by which he means permanent, 
continuing and assured full employment—might work in practice in the U.S.A. 
In terms of administrative practice Dr. Pierson would like to see Congress pre- 
sented with an economic survey which would show the optimum employment 
and personal income; the President would recommend a certain volume of 
government expenditure; he would recommend that commerce expenditure be 
under-written at a level —— to the government expenditure; Con, 
would adjust these two in the light of its decisions on government expenditure; 
it would set minimum and maximum limits for commerce expenditure; it would 
approve specific measures to be used to maintain expenditure and employment; 
it would make the necessary appropriations for supplementary public works 
and for supplements to commerce incomes by deficit budgeting and the like.] 


Planning Pamphlets. No. 50. 25 cents. Nos. 51-52. 50 cents, 
Washington, D.C.: National Planning Association, 1946. 74’. Pp. 
26. 


[The latest additions to this series are as follows: No. 50. International 
Economic Collaboration; this has been prepared by the N.P.A. Committee on 
International Policy and deals with such issues as the functions of the Economic 
and Social Council of U.N.O., the specialised agencies under it, the effects upon 
international problems of developments in the natural and social sciences, the 
need for a positive concept of world economic development. No. 51-52 sets out 
for the U.S.A. a National Policy for Aviation; it is, apart from an introductory 
statement by the Trustees, a report of the N.P.A. Advisory Committee on the 
aircraft industry, based on a draft by Mr. E. M. Weld; it covers both military and 
civil aviation, though the latter is in fuller detail, and relates manufacture to use; 
it deals not only with commercial operation, but also with the wider questions 
of the scale of the manufacturing industry in relation to defence, export policies 
and markets, the réle of government in export, the disposal of surpluses both of 
aircraft and plants.] 


Proceedings of the National Conference of Social Work. Selected 
Papers Seventy-Second Annual Meeting 1945. New York: Columbia 
University Press for the National Conference of Social Work (Oxford 
University Press), 1945. 9”. Pp. x +407. 33s. 6d. 

[This book comprises a selection of the papers prepared for the seventy- 
second annual meeting of the National Conference of Social Workers. Though 
the meeting did not in fact take place, owing to the request of the Office of 
Defense Transportation for the cancellation of all large gatherings, the papers were 
made available to 139 local meetings. Some 40 paper: are included, covering 
many different branches of social work. 


Sonne (H. C.). Democratic Planning in Action. New York: 
Sanders Printing Company, 1946. 7}. Pp. 23. 


<a is a brief, popular account of the work of the National Planning Associa- 
tion. 


StiaLER (G. J.). Domestic Servants in the United States, 1900- 
1940. New York: National Bureau of Economic Research, 1946. 
50 cents. 

[A study of the numbers, racial composition, wages and hours of servants, 
and the factors, such as family and household patterns, which have affected 
them. The geographical distribution of servants per 1000 families is itself of 

t interest—highest, as might be expected, in the South and East, lowest in 
the Middle West, with local high spots in California and Arizona. Earnings 
follow inversely more or less the same pattern. ] 
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Studies in Income and Wealth. Vol. 8. New York: National 
Bureau of Economic Research, 1946. 93”. Pp. xiv + 297. $3.00. 
[To be reviewed. ] 


Swanson (E. W.) and Scumrpt (E. P.). Economic Stagnation or 
Progress. New York and London: McGraw-Hill, 1946. 8}. 
Pp. 205. 15s. 

[To be reviewed. ] 


TayLor (A. E.). Foreign Trade and Full Employment. New 
York University : Institute on Postwar Reconstruction, 1946. 8’. 
Pp. 20. 25 cents. 


[Dr. Amos Taylor discusses in elementary terms the relation of foreign trade 
to full employment. He is not a dogmatic adherent of the view that a large 
favourable balance is necessary to U.S. prosperity, since he sees considerable 
opportunities for home investments. He argues that the best trade is “ self- 
sustaining ’’ in the sense that it benefits both parties and is continued willingly 
by both.] 


Toward Peace and Equity. Recommendations of the American 
Jewish Committee. New York: American Jewish Committee, 1946. 
10}. Pp. xiii + 152. 

[These are the recommendations of the Committee on Peace Problems of 
the American Jewish Committee. The six main subjects covered by this report 
are: Protection of human rights, Restoration of rights, Repatriation, Migration, 
Palestine and Proposed provisions for the peace treaties. ] 


WERNETTE (J. P.). Financing Full Employment. Cambridge, 
Mass.: Harvard University Press (Oxford University Press), 1945. 
8”. Pp. x +126. 11s. 6d. 

[To be reviewed.] 


Dutch. 


Exsas (M. J.). Umriss einer Geschichte der Preise und Léhne in 
Deutschland. Vol. II. Part I. Leiden: A. W. Sijthoff, 1940 
(appeared 1946). 10”. Pp.649. Bound FI. 14.70, unbound FI. 13.10. 


[To be reviewed. ] 
French. 


LescurE (J.). Etude Sociale Comparée des Régimes de Liberté 
et des Régimes Autoritaires. Paris: Editions Domat-Montchrestien, 
1946. 9”. Pp. 483. 300 fr. 

[To be reviewed.] 


Levy-JacquEMIN (J.). L’Economie du Monde. Paris: Librairie 
du Recueil Sirey, 1946. 9’. Pp. 166. 

[This is a study of world trade, of the dislocations caused by the war, the 
present difficulties of the major countries, including Great Britain, and the possible 
effects of Bretton Woods and the Funds. ] 


Italian. 


Cuessa (F.). L’economica e la guerra. Turin: G. Giappichelli, 
1945. 10”. Pp. viii + 207. 
_ [Ashort analysis of the economic aspects of war, the chapter of most general 
interest being that dealing with the causes of war in which the author discusses 
and rejects, in whole or in part, the views put forward by earlier writers on this 
a. such as Marx and Lenin on the one side or Pigou and Robbins on the 
other. Heholds that ‘‘ war is an essentially human phenomenon which necessarily 
and naturally results from the development of the relations of nations to one 
another.”’ He is sceptical as to the possibility of a Federal Union of European 
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States, but thinks that unions of groups of states which are in a similar stage of 
economic and political development might conceivably lead to a further integra- 
tion at some future date. But his final conclusion is frankly pessimistic : ‘‘ The 
apparently peaceful competition of commerce, arts and science always results 
eventually in conflict, just as the same thing happens between peoples, and so it 
will always remain—at any rate unless or until the moral conscience of mankind 
is so far developed as to enable him to rise superior to his interests and passions.”’] 


Demaria (G.). Principi Generali di Logica Economica. Milan: 


Edizioni CEA, 1945. 9}. Pp. 484. 450 1. 
[To be reviewed. |] 


Turkish. 


Onaran (M.H.). Teoride ve Pratikte Paramizin Ig ve Dig Degeri. 
Ankara : Bagbakanlik Devlet Matbaasi, 1945. 9’. Pp.62. 200 Krs. 

[A study of the internal and external value of the Turkish currency by a 
former graduate of London University.] 
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A SYSTEM OF NATIONAL BOOK-KEEPING 


c “A complete insight into the main money flows of the 
illustrated by the experience of national economy requires much more than can be given by 


means of research into National Income alone. What is 


the Netherlands economy needed is an inter-related system of recording.” Mr 
Derksen here d nstrat h system of National 
By J. B. D. DERKSEN secbtiaitan, Riedie Wend aime teeta Gente 


ordinary book-keeping, and expounds its merits and limita- 


5s. net tions, by means of the example of the Netherlands economy. 


National Institute of Economic and Social Research, Occasional Papers X 
CAMBRIDGE UNIVERSITY PRESS 
ge TSC 
JOURNAL OF THE ROYAL STATISTICAL SOCIETY 

(Vol. CVIII, 1945, Parts III-IV) 


The Fatality Rate of Measles : A Study ofits Trendin Time. Lt.-Col. W. Butler, M.B. 
(With discussion) 


The Analysis of Market Demand. wig oa en cn nee .- Richard Stone 
(With discussion) 

The Industrial Distribution of the Population of Gt. Britain in July, 1939. 
(With discussion)... .. seer nee te ove H. Frankel 


Wholesale Prices in 1944. The Editor of The Statist 


ee gin eve a, eee ' 








Price ROYAL STATISTICAL SOCIETY Annual Subscription 
10/- 4, Portugal Street, London, W.C.2 (post free) 41/- 
July-September, 1946 Volume XVII, Number 3 
The Strengthening of the U.N. Charter By ALAN CRANSTON 
The Japanese as Problem Children By CHARLES FISHER 
Consequences of Nationalising the Bank of England By R. F. Harrop 
Universities in the Colonies By W. Ivor JENNINGS 
Educational Dilemna By FREDERIC Evans 
Tradition and Dissent By Harotp J. Laski 
5s. Annual Subscription £1 post free. 
Published by Turnstile Press Limited, 10 Great Turnstile, London, W.C.1 











ECONOMICA 


Published Quarterly 


%th Year New Series, Vol. XIII, No. 50 May, 1946 
CONTENTS 

THE RELATION OF ECONOMIC HISTORY TO ECONOMIC THEORY ... ie ... T. S, ASHTON 
RURAL POPULATION IN ENGLAND AND WALES 1911 and 1921 Ee a3 A. L. BowLey 
THE CLASSICAL VIEW OF THE ECONOMIC PROBLEM ... os A. $x .. Hea Myint 
THE ECONOMICS OF PLANTING DENSITY IN RUBBER GROWING. ... , ... P. T. Baver 
BOOK REVIEWS 

BOOKS RECEIVED 





The price of ECONOMICA (NEW SERIES) és 5s. Od. a number, or 18s. per annum, post free. A special rate of 
lis. has, however, been authorised in respect of Fellows of the Royal Economic Society. Copies can be 
tained om order from any bookseller or from the Publications Department at the London School of Economics, Houghton 
Street, London, W.C.2, to which address all subscriptions and business communications should be sent. 
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INTERNATIONAL LABOUR REVIEW a 


(Published monthly in English, French and Spanish, by the 

International Labour Office) 
Articles by recognised authorities on all aspects of social policy, national ang 
international. 
Industrial and Labour Information, including up-to-date news on Social and 
Economic Policy, Industrial Relations, Employment, Conditions of Work, Social Insurance 
and Assistance, Living Conditions, Co-operation, Employers’ and Workers’ Organisations, 
etc., in all parts of the world. 
Statistics of Wages, Unemployment, Cost of Living, Hours of Ww. ork, etc. 
Price: 50 cents; 2s. Annual Subscription: $5; 2is, 


A specimen copy and catalogue of recent publications, which include studies on reconstruction, recent develop- 
ments in the field of social security, economic conditions, co-operation, and the problems of the disabled, will be 
sent on application to the International Labour Office, 3450 Drummond Street, Montreal 25, Canada, or to the 
London Office, 38 Parliament Street, London, S.W.1. 

Publishers in the U.K. Messrs. George Allen & Unwin Ltd., Ruskin House, 40 Museum Street, 
London, W.C.1. Specimen copy and catalogue of recent publications on application to the LL.O,, 
3480 University St., Montreal, Canada, or to the London Office, 38 Parliament St., London, S.W.1, 















OCCUPATIONAL PSYCHOLOGY 
Quarterly Journal of Industrial and Vocational Psychology 
CONTENTS OF JULY, 1946 ISSUE 


The Institute’s 25th Annual General Meeting 
Addresses by the President and Dr. C. S. Myers 


The Army’s Use of Psychology during the War ini By Brigadier G. N. Tuck 
An Employer’s View of the Future of Industrial Relations By Sir Charles Barilet 
‘* Unfit on Psychiatric Grounds ”’ .. By J. R. Rees 
A Psychodynamic Approach to Industrial Relations By John Munro Fraser 


The Influence of the War on Juvenile and Adolescent Vocational Interests 
By P. M. Freeston 


A Note on Professional Standards for Psychologists in Australia By P. H. Cook 
Book Reviews 
Review of a Report 

Annual Subscription £1 


National Institute of Industrial Psychology, Aldwych House, London, W.C2 











THE SOUTH AFRICAN JOURNAL OF ECONOMIG 


Editors: S. Herpert Franket, Ropert Lesuie, C. S. RIcHARDS. 
CONTENTS OF VOL, 14, NO. 1, MARCH, 1946. 


ARTICLES: 
SOME REFLECTIONS ON FULL EMPLOYMENT ove ees ewe ... SHEILA T. Van ven Host 
WHAT’S THE USE OF ECONOMISTS? SS ee a ae 


ene gee | IN INCOME CONCENTRATION 
With Special Reference to eS os pentamernenen of Rapeteeee Incomes in South 
Africa: July 1915—June 1943 .. J. pe V. Guar 


SURVEY OF THE INCOME AND EXPENDITURE oF INDIAN EMPLOYEES OF THE 
DURBAN CORPORATION, LIVING AT THE MAGAZINE BARRACKS, DURBAN 


V. Sirxart Name 
NOTES and MEMORANDA : 


SOME Se = a ve “ Pa stint tenet ae, = FUTURE 
OF INDUSTRY” . J. Ato 


A NOTE ON THE BUSINESS CYCLE IN SOUTH “AFRICA, 1937- 1940 eos oes coe J. L Se 
Reviews: Union Official Publications ; Recent Periodicals and New Books. 
Single Copies at 6s. per copy, obtainable from the Central News Agency Limited, and all leading booksellers. 
Overseas Agents for subscriptions {1 1s. 0d. per annum, and single copies (6s. cach) Messrs. P. S. King and Staplnts 
Orchard House, 14, Great Smith Street, Westminster, London, S.W. aie 
Subscriptions to the Journal, £1 1s. 0d. per annum and enquiries re aesaiiratid ¢ookie to dhe Choke, Board 
a ment, P.O. Box 5316, Johannesburg. 
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Marx and Economic Calculation . oa = M. BoBER 
The Economies of Minimum Wage Legislation oes oon ‘ G. J. STIGLER 
@ Wage Differences in Local Labor Markets ... oan ; "L. G. REYNOLDS 





THE EUGENICS REVIEW 


Articles, news items and editorial comments on demographic and eugenic problems, 

with particular reference to the biological consequences of measures proposed and 

adopted for influencing reproduction rates, are published in every issue of the 

Review. Attention may also be drawn to such special features as the regular 

articles on current demographic trends, and to the notices of books, abstracts 
of periodicals, notes and memoranda and correspondence. 

Published Quarterly—Jjanuary, April, July, and October—at 3s. post free (12s. a year). Free to 


Fellows and Members of the Society. The Eugenics Society, 69 Eccleston Sq., S.W.|. 
Macmillan & Co., St. Martin’s Street, W.C.2. 





ECONOMETRICA 
JOURNAL OF THE ECONOMETRIC SOCIETY 
Published quarterly Subscription : $7.00 per year 

The Econometric Society is an international society for the advancement of 
economic theory in its relation to statistics and mathematics. 

Subscriptions to Econometrica and inquiries about the work of the Society and the 
procedure in applying for membership should be addressed to ALFRED CowLEs, 
Secretary and Treasurer, The Econometric Society, The University of Chicago, 
Chicago 37, Illinois, U.S.A. 


THE AMERICAN ECONOMIC REVIEW 





Volume XXXVI CONTENTS June, 1946 
Observations on the Operations of the National War Labor Board D. M. KEsezEer 
A Reconsideration of the Theory of Rent a = D. A. WorCESTER 
Business Cycles and the Modern Theory of Employment ... L.A. METZLER 
Debt Management as an Instrument of Economic Policy .. H.C. WaLticu 


A Critique of Functional Finance through Quasi-Free Bank Credit 
J. C. POINDEXTER 
The Railway Labor Act and Railway Labor ees in Wartime H. R. Norturup 


Communications, Reviews, Periodicals, and Notes 


The American Economic Review, a quarterly, is the official publication of the American Economic Association and 
is sent to all members. The annual dues are $5.00. Aiiees eiieiel senemeiedions to We, Paul T. Homan, 


, American Economic Review, c/o Social Science Research Council, 726 Jackson Place, N.W., Washington 6, 
DC. (temporary address) ; for | emenenag con other publications and activities of the Association, com 
municate with the Secretary-T reasurer, Dr. Jam owe Sas Soeten Sesuts Aceceten, North- 


western Galvani, Seahatan Illinois. Send for information bookle 


THE CANADIAN JOURNAL OF ECONOMICS & POLITICAL SCIENCE 


The Quarterly Journal of the Canadian Political Science Association 








VOLUME Xil CONTENTS MAY, 1946 
The Canadian Constitution and the United Nations Charter ... H. F. Ancus 
The Western Progressive Movement and Cabinet Domination W. L. Morton 
Rate Control on Canadian Public Utilities... .. A. W. Currie 


ae of Extra Senators wae Petes 26 of the British North America 
EuGENE ForsEy 

thea Reviews, ‘and Bibliography 

ANNUAL SUBSCRIPTION $3.00. SINGLE COPIES $1.00. 


Members of the Royal Economic Society my subscribe to this Journal through the Secretary of the Society 
the reduced rate of 6s. 


Published for the Canadian Political Science padsorg Secretary-Treasurer: C. B. Macpherson, 273 Bloor St. W., 
Toronto 5, Canada. 


Subscriptions may be sent to THE UNIVERSITY OF TORONTO PRESS, TORONTO, CANADA. 
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THE MANCHESTER SCHOOL of Economic and Social $t 


Vol. XIV, No. 2 CONTENTS May, | 
Manpower Distribution 1939-1945, Some International Comparisons C. T. SAUNDERS — 
Future Competition between National and Synthetic Rubber 
Second Thoughts on the White Paper on Employment Policy 
Polanyi’s Full Employment and Free Trade 
The Manchester City Plan 
Reviews 


‘The Manchester School’ is published three times a year. The annual subscription is 10s. pel: 
free and should be sent to The Secretary, ‘‘The Manchester School”, The University, 
256, Oxford Road, Manchester. 


SANKHYA INDIAN JOURNAL OF STATI 


FREE TO MEMBERS 


Price for Non-Members: Annual Subscription 32s. (post free). Each part sq 
separately 9s. (post free) 


London Agents: P. S. King & Son, Ltd., 14 Great Smith Street, S.W.1 
Annual Membership Subscription Rs. 20 (Rupees twenty); open also to libraries, institut 
and business firms, whether incorporated or not, on the same terms. For membership fe 
and other particulars, please apply to the Honorary Secretary, 


INDIAN STATISTICAL INSTITUTE, STATISTICAL LABORATORY, PRESIDENCY COLLE 
CALCUTTA “ 
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OF CAMBRIDGE 


WILL GIVE GOOD PRICES FOR BOOKS ON 


HISTORY AND 
ECONOMICS 


ESPECIALLY THE FOLLOWING 


Beer, Old Colonial System, and Origins of British 
Colonial System—Parker Societ fhe rewaty Be of aie 
Letters, rst Series, Remains of 
Correspondence of Matthew Parker—M oy 
Magna Carta—Hervey, Memoirs, 3 vols.—Defoe, 
Pat ¢ of English Commerce—Wal le, Reminis- 
cences edited Toynbee—Milton, Political Ballads— 
_. United States, a , etc. ag 
rontiers in American tory—Lugard, D 
Mandate—Rostovezeff, Social & Economic History 
of ae a & Power, Tudor 
Growth of English i “industry, 3 vals enks, 
tion of British Capital—. ‘Ashley, Economic 
History .e Economic tion—Ta 
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